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 Chapter 1 Introduction
1. Introduction
In this report we analyze the Chinese automaker Chery’s ability to enter the US market. The focus 
of the project is a very detailed resource based view analysis. This resource based view analysis is 
supported by a PESTEL analysis of the US market, as well as entry mode theory. This introduction 
chapter  is  intended to provide the reader  with a full  overview of the problem investigated,  the 
methodology used, as well as the limitations of the research.
2. Motivation  
The world´s focus is set on China – a huge country full of aspiring companies with an enormous 
production potential. Growing numbers of factories in China, a growth rate of about 9% in 20081 
and the omnipresent of “made in China” products are just some evidences that show quite plainly 
how strong the Chinese economy is in the global at the moment. Thus, the Chinese economy grows 
and grows while other national economies or industry sections have to fight for surviving like the 
US automobile industry. 
As we reminded the very interesting case of Toyota, as a newcomer in the established car markets 
in the 1970/80s, entering the US Market we see a parallel situation right now. The Chinese car 
companies might be on the last step before entering the US market. The weak situation of the US 
automobile  companies  and  the  changing  of  the  market  in  the  last  years  might  indicate  this 
assumption. 
A contrary view on the aspiring Chinese Industry is  determined by a  high numbers  of  quality 
deficiencies, poison scandals, critics of human right abuse or the environmental policies, like milk 
scandal of 2008, bad working conditions of the manufacturing workers and pollution.2 It seems to 
us that all these “bad factors” concerning the Chinese industry integrated in the so called “Made in 
China” label3 has a more negative than positive effect on Chinese industry and products. 
Consequently a dilemma appears clearly to us, on the one hand, we have Chinese corporations who 
desperately want to enter the global market, and on the other hand, these Chinese corporations face 
1 http://news.bbc.co.uk/2/hi/business/7679180.stm [09.12.2008]
2http://query.nytimes.com/gst/fullpage.html?  
res=990CE3DF1731F931A1575BC0A9679C8B63&sec=&spon=&pagewanted=2 [09.12.2008]; 
http://www.worldwatch.org/node/5370 [09.12.2008]
3 In this report we will use “Made in China” label to describe the fact that products that are made in China are labeled 
and perceived as “Made in China”. We assume that the “Made in China” label perception has an impact on the 
product reputation.
a  problem as  the  “Made in  China”  brand has  already brought  negative  impact  on the  product 
reputation  even before they start  doing anything.  Concerning this  consideration  some questions 
arose: To what extent does the “made in China” label affect  a Chinese corporation’s ability to 
succeed in the global market?   Does it  really have such a strong impact  of the success of one 
company on the global market? Or are there other contemporary conditions at the moment that 
determine the success of a Chinese company like Chery? 
3. Problem area 
The Chinese automobile industry has developed rapidly and became one of the largest  national 
automobile  industries within the last  10 years.  As a result  of the high number of domestic  car 
brands  (more  than  40 different  brands)  there  is  a  strong competition  on  the  Chinese  domestic 
market.  Basically,  there  are  two  types  of  Chinese  car  producers,  one  are  Chinese  domestic 
companies, and another one is joint venture with established international companies that basically 
benefit of the technological knowledge of the foreign and established companies. The combination 
of the “foreign” technological knowledge and the cheap production costs of Chinese manufacturing 
create a high potential to compete and strengthen the ambition to enter on the global market. But 
there are also a number of independent car companies. On the top, there is Chery Automotive Co. 
that is the first independent company exporting cars to abroad that has been able to rise of their own 
strength in comparison to the other leading Chinese car companies. High quality standards of the 
European and the US market have still hindered Chery to enter these very strong and important 
markets. 
Given the recent recession caused by the financial crisis the initial external conditions for Chinese 
car companies going global has been changed. Especially the US market is affected by the financial 
crisis. American giants such as General Motors, Ford, Chrysler are nearly bankrupt and they survive 
depend on the decision of the present administration and their future become uncertain. Thousands 
of people have lost their jobs, while many companies cancelled their production4. It might be time 
for new or low-cost companies to act, as the price became the main factor that influences people’s 
choice during this difficult period5.
4 NY times:
http://www.nytimes.com/2008/11/17/business/economy/17impact.html?scp=5&sq=If%20Detoit%20Falls&st=cse 
[03.12.2008]
5 NYtimes: http://www.nytimes.com/2008/10/02/business/02sales.html?scp=2&sq=hazardous%20conditions
%20&st=cse [03.12.2008]
This situation open Chinese car companies a new change to enter the US market. Chery as one of 
the leading independent Chinese Car Company is the most ambitious company to enter. If it were 
possible for Chery that is one of the independent car company to enter the US Market it might be 
open a door for other Chinese independent companies to follow.  
4. Problem formulation 
To what extent is the Chinese automobile firm Chery able to enter and compete in the US 
Market, and which entry strategy is the firm most likely to implement?  
4.1. Research questions 
In order to answer the problem formulation we have divided it the following research questions: 
 To what extent does the reputation of the “made in China” label affect the ability of Chery to 
compete in the US market.
 What are the factors that determine Chery’s ability to compete?
 How can Chery’s resources and capabilities be identified and classified?
 How can we appraise  Chery’s  key  strengths  and weaknesses  in  competing on the  US 
market?
 What is the most appropriate strategy for Chery to enter and compete in the US market?
5. Methodology
5.1. Research design
The project is based on a deductive, predictive, critical realist, single case study research design6. 
This design enables us to construct a causal chain that allows us to move from the initial situation of 
Chery and the US Market, to the final prediction of which entry mode strategy Chery might use in 
entering the US market in the future. We basically assume that rules of relationships and causality 
are  applicable  to  future  situation  under  defined  circumstances  and conditions.  This  means  that 
causal assumptions generated by empirical experiences or theories allow us to make theory guided 
predictions. 
This research design on the one hand includes an analysis  as well  as interrelation of the actual 
situations of Chery automobile and the US Market, and on the other hand, an appraisal (predictive) 
of the possible ways in which Chery can enter the US market in future. 
6 These terms will be defined in following paragraphs. 
“A case study is an empirical inquiry that investigates a contemporary phenomenon within  
its real-life context, especially when the boundaries between phenomenon and context are  
not clearly evident.” (Yin 2003: 13) 
Thus, the use of a case study enables us to involve multiple conditions, influences and potential 
impacts of a context. In our investigation the unit of analysis is a concrete, single subject (Chery), in 
a concrete but a very complex situation (the current US Market). 
The foundation of the single case study is a theoretical framework consisting of the Resource Based 
View (RBV) theory,  PESTEL and international  strategy.  The  resource  based  view theory  is  a 
crucial and substantive approach which enables us, by using a basically deductive method, first to 
identify Chery’s abilities and secondly to appraise Chery’s possibility of entering the US market. 
Deductive approaches are using theories to construct hypotheses in order to conform or reject proof 
the hypothesis  with the collected data (Bryman 2004: 9f.) Even though we do not directly use 
hypotheses to analyze our data we use indirect hypotheses. That means that our research based on 
the theories, RBV and entry mode theory. We assume that if we apply the theory and Chery fulfill 
the conditions described in the theories we will be able to make statements of Chery´s ability to 
enter the US market and to predict the most appropriate way for Chery to enter. Nevertheless, the 
way of finding our problem formulation is inductive because by viewing the recent situation and 
data we established our research objects.
Given the high complexity of our object of research we decided to choose critical realism. Critical 
realism assumes  that  the human cognitive  faculties  of  understanding  reality  are  limited  (Olsen, 
Pederson 2005: 139). Thus,  people can never be absolutely sure that  their  perception of reality 
developed from experience and assessments reflects the true nature of things, or in other words we 
can never be sure that what we define as reality truly is reality. 
As a result of this our research of data, empirical evidence, and conclusions should be subject to 
critical reflection. Furthermore, we do not lay claim to analyzing and creating a perfect overall plan, 
this is because of the doubled bias of collection and interpretation of the data as well as the bias 
inherent in analysis.  We are aware of this bias and have tried to limit  bias in the analysis  and 
conclusion by conducting a widespread search and collection of data, as well as through discussions 
within the group. 
This project is a single case study and has no purpose of generalizing the result and findings to 
conclude on the abilities of other Chinese car companies to enter the US market. However Chery 
does serve as an exemplary case of what Chinese firms might be able to aspire to, this includes 
exemplifying what might be possible for other Chinese automakers, as well as exemplifying the 
extent to which Chinese industry has developed.  
5.2. Research method
We have chosen to use a resource based view methodology for analysis with purpose of answering 
the  problem formulation  and  research  questions.  In  particular  we  are  using  Grants  three  step 
practical  guide  which  includes  the  following  three  steps:  step  1  identifying  resources  and 
capabilities, step 2 appraising resources and capabilities, and step 3 developing strategy. Each of the 
three steps is well defined concerning the purpose and focus of the analysis, but at the same time the 
relevant unit of analysis is left to the discretion of the researcher. 
Thus the RBV approach provides a recognized and logical framework for structuring the analysis, 
while at the same time granting the flexibility to adjust the analysis to the specific circumstances of 
the unit of analysis.  
5.2.1. Choice of case
5.2.1.1. Reasons for choosing the automobile industry and the US market
In order to examine these questions more concrete, we have decided to focus on the automobile 
industry.  The automobile industry is a high technology industry which inspires a lot of national 
pride.  We believe that it is therefore possible to argue that the “Made in China” label has a greater 
influence in the automobile industry than it has in most other industries. 
Important  changes into the US car market have determined our choices into this direction.  The 
present financial crisis has created a volatile and instable market on all industries, but its impact on 
the auto market is an historical one. The future of the Americans “Big Three” General Motors, Ford 
and Chrysler has become uncertain because they depend on the support of administration to survive. 
Thousands of jobs have been cut and the companies have cancelled their production.7 It might be 
7 NY times: http://www.nytimes.com/2008/11/17/business/economy/17impact.html?scp=5&sq=If%20Detoit
%20Falls&st=cse [03.12.2008]
time for new or low-cost companies to act,  as the price became the main factor that influences 
people’s choice during this difficult period8.
American  car  makers  were  actually  facing  problems  even  before  the  crisis,  because  foreign 
automobiles, such as the Japanese Toyota came with innovative strategies in production as well as 
in  management  sector,  so  that  in  a  short  time  they  became  America’s  number  1  foreign  car 
company9. 
Another reason that determined us to take the US market as our entrance field is specifically this 
Japanese example of Toyota going into the American car market in the 80’s and the success they 
had. It was possible then, why shouldn’t it be possible again, in these instable times of the financial 
crisis (Law 1991: 24). 
We will analyze that and try to find out the best way of the Chinese car company, Chery, to enter 
and get the competitive advantage on the US market.
We are all aware of the importance of the car in the American people’s life. Statistics have shown 
that they have even 4 to 5 cars per family and they are not willing to give up this luxury way of 
travelling for the public transport.  There is also hard to neglect the long distance between their 
homes and their work places, and this is what creates the American addiction of the automobile. 
Studies have also proved that they use the car even for very short distances, instead of walking, 
cycling or using the public transport. 
There were actually two possible markets  to choose: either the US market,  either the European 
market, but during our research, we found out that European regulations in the car industry are very 
strict, especially when it comes to safety standards. The European market is a very complex one, 
described  by a  variation  of  tastes,  consumer  expectations,  government  regulations  and cultural 
differences.  We would  have dealt  with  a  large  multicultural  field,  due to  number  of  European 
countries,  as  well  as differences  between the Eastern,  Western and Northern Europe.  All  these 
factors would have made our study a difficult task and perhaps it wouldn’t have lead to any relevant 
conclusion. 
8 NYtimes: http://www.nytimes.com/2008/10/02/business/02sales.html?scp=2&sq=hazardous%20conditions
%20&st=cse [03.12.2008]
9 www.reuters.com [19th November 2008]
This is why we decided that the American market in this changing time is the best opportunity for 
the entrance of a Chinese car company.
5.2.1.2. Reasons for choosing Chery Automotive Co., Ltd
The Chinese automobile industry has grown rapidly within the last 10 years. In general there are 
two types of Chinese car producers, one is Chinese domestic companies, and another one is joint 
venture with international companies. There are at least 40 different domestic car brands existing in 
the Chinese market. There are few large Chinese car producers who have the ability and intention to 
enter  the  international  market10.  Concerning  the  contemporary  global  situation  of  the  recession 
caused  by  the  financial  crisis,  it  could  be  a  good  opportunity  for  the  Chinese  Companies  to 
accelerate this process. 
Given the high number of car companies we first decided to investigate the Chinese group SAIC, 
that is the largest car company in China. The main reason for this choice, and not the number two 
car company, called Chery, was our negative impression about this second one, as the crash tests 
performed by Europeans that involved Chery cars. This scandal became famous all over the world. 
Though, what we didn’t know was the improvement of Chery car quality, as well as their safety 
standards, in a very short time. Chery is actually doing her best to change its image, as they have 
already expressed their intention to go into the American market. 
As we were trying to find data about SAIC in order to use it into our analysis, we realized that we 
can’t find any relevant information on them. This is actually why we decided to focus on Chery and 
change our first choice. And it proved to be a good change, because during our research we found 
out information about Chery’s improvements and ambitions that we couldn’t see before, because of 
our biased image. 
The third argument that leads us into the Chery, and not SAIC direction, was the fact the SAIC has 
a joint venture with Volkswagen, and even General Motors. This would make our task difficult to 
accomplish,  as  we  would  not  know,  what  is  the  real  contribution  of  SAIC  because  of  the 
technological  transfer  through  the  joint  ventures.  It  would  have  been  difficult  to  separate  and 
establish  their  real  effort  and  contribution  to  the  cars  they  create.  It  would  have  also  been  a 
contradiction,  as  we  wanted  a  domestic  Chinese  car  company,  while  SAIC couldn’t  really  be 
defined as a ‘’made in China’’ product and our entire analysis wouldn’t have been a relevant one. 
10 http://zhidao.baidu.com/question/23769753.html [25.11.2998]
To be sure that we investigate the “own” potential of a Chinese car company to compete on the US 
Market and we were able to arise the following problem formulation. 
5.3. Choice of sources
The process of answering the problem formulation has required the collection of a large amount of 
information and data. To ensure that the analysis based on this information and data complies with 
academic standards, we have had to consider the methods and criteria of collection, as well as the 
bias, characteristics, and reliability of sources. 
The method of data collection used in this project has been to rely on secondary sources of data.  
The decision to use secondary data was made based on the following two factors: 
First the characteristics of the unit of analysis severely limits out ability to collect any meaningful 
primary  data,  this  would  involve  collecting  data  from Chery’s  employees  in  China  as  well  as 
consumers  in the US market.  This could take the form of interviews,  surveys,  focus groups or 
similar, regardless of the specific method used the collection of data would have required larger 
expenditures  of  time  and financial  resources  than can  reasonably be expected  from a  semester 
project. 
Secondly Chery’s  activities  as  well  as  the  US automobile  market  are  both  very described  and 
discussed areas, a large number of periodicals  and analysts have concerned themselves with the 
areas at some point in time, and the large majority of the resulting articles and papers are readily 
available on the internet. 
As a consequence secondary data has mainly been collected through use of the internet. Thus has 
been done with awareness that the internet can be a very unreliable source of information. Focus 
was therefore on using respected and reliable  sources, as well  as conducting a wide search for 
information to confirm claims and assumptions, and reduce the influence of the bias inherent in all 
sources.
Internet search engines such as www.Google.com, article database search engines such as ProQuest, 
as well as internal search engines such as The New York Times own search engine were used in 
finding and gaining access to information. Thus our access to secondary data has potentially been 
restricted  by  the  limitations  presented  by  the  characteristics  of  these  search  engines,  but  this 
argument would seem to have little practical validity.  However a major constraint on secondary 
data available for analysis is the language barrier. As Chery is a Chinese company with a strong 
presence in the Chinese market, a lot of information concerning the firm is available in mandarin 
(Chinese),  this  information  potentially  contains  an  entirely  different  bias  than  the  information 
presented by western sources due to the cultural differences between Chinese and Westerners. We 
know that this is the case as three members of the group are fluent in mandarin, however as use of 
foreign  language  sources  would prevent  evaluation  of  our  sources,  we have  chosen not  to  use 
information gained from Chinese sources.
Different database has enable us to access to many kind of Web Pages, some of the sources such as 
consulting firm McKinsey Quarterly and Interbrand or auto magazines such as Ward’s Auto world 
might have bias toward favour its own interests. 
As a result, it appears different version of the same topic. For instance,    
The internet sources have been selected according to the following minimum criteria: 
• The author and publishing date have to be stated. 
• The purpose must be clear, whether the author is describing events, offering an opinion, 
making predictions, or reflecting on past experiences, it has to be discernable. 
• The source has to be well respected and generally reliable.
• The tone and form of analysis has to be serious and sombre. 
Academic books have been used as a source for developing our theoretical framework. These books 
have been selected on criteria of relevance, general consensus on validity of theories, as well as 
practical applicability. The books have been obtained from the Roskilde University library, and the 
Copenhagen Business School library. 
5.3.1. Validity of the final conclusion
The validity of the findings of the report  will  be evaluated on the criteria  of internal,  external, 
ecological, and predictive validity. This evaluation will take place after the conclusion of the report. 
5.3.2. Time horizon
Because we investigate a fast changing context like the US market we decided to limit the period of 
time we investigate. All the data we collect and analyze are published till the 28th of November 
2008.  
5.4. Limitation and evaluation of the methodology
The  methodology  of  this  report  presents  a  number  of  limitations  which  ultimately  affects  the 
findings  of  the  report.  These  limitations  can  roughly  be  said  to  deal  with  case  design,  data 
collection, bias, and dynamics.
Concerning case design the single case study design presents the limitation that there is no direct 
form of comparison, based on this report it isn’t possible to deduce whether or not there exists any 
other Chinese automaker(s) with somewhat similar resources and capabilities, and if so what that 
firms possibilities would be. Secondly it is not possible to state whether or not there is a relevant 
historical precedent, it might had been interesting to compare this case with that of the Japanese 
automakers entry into the US market in the 1980’s.
The limitations concerning data collection also mainly concern the choice of cases. It might be 
relevant to ask whether it  was really necessary to choose a Chinese firm and the US market to 
achieve the desired higher goal. In this circumstance the higher goal was and is not clearly defined, 
however it would seem that all participants started with a general interest in China and Chinese 
industry, thus China would have been unavoidable as a case.  The interest in the US market as well 
as the automobile industry developed rather late, therefore it might have been possible to choose the 
Danish market, thus the limitations of primary data collection concerning market data are mainly 
self-imposed.
The  methodology  of  the  analysis  involves  a  subjective  evaluation  of  the  ranking  of  specific 
resources and capabilities; therefore the bias of the authors potentially has a large affect on the 
findings of the report. Attempts have been made to reduce this bias by conducting a wide search for 
information, as even data collection is biased we have instead clearly stated the reasons for why a 
specific evaluation has been given, so although the bias cannot be removed it is at least transparent.
The final limitation of this methodology concerns the dynamic nature of the unit of analysis. Any 
study of a current event necessarily includes potential uncertainty and change; however this case is 
especially dynamic due to the financial crisis, and the financial woes of three of the largest US 
automakers. Every single day offers new developments and information concerning the US market 
and even Chery. This is why we have chosen to limit our time horizon to the 28th of November 
2008. By doing this we have been able to analyze the environment in a systematic way, but at the 
same time we run the risk that our findings are proven invalid, that our date becomes outdated, or 
that our problem and unit of analysis becomes irrelevant.    
5.5. Structure of the report
The report is divided in six chapters. These are Introduction, Context, Theoretical framework, Data 
analysis, Conclusion, and Perspective. Additionally the report has a large six chapter Appendix 
Chapter  1  introduction  contains  the  derivation  and  discussion  of  the  problem formulation  and 
problem area, as well as, the methodology of the report. Chapter 2 context contains a short general 
description of the Chinese automobile firm Chery. Chapter 3 “theoretical framework” contains a 
presentation and discussion of the choice of PESTEL theory, and a description of resource based 
view theory, as well as entry mode theory. 
Chapter 4 Data analysis follows three steps outlined in resource based view theory in chapter 2. 
Step 1 is an analysis of Chery´s ability to compete, guided by research questions 2 and 3. Step 2 
relates Chery’s the resources and capabilities to the current situation in the US market, in order to 
identify what might grant Chery competitive advantage. Step 3 is an analysis of which entry mode 
is the most appropriate strategy for Chery to use if entering the US Market. 
Chapter 5 contains the conclusion of the report and thus the answer to the problem formulation. 
Chapter 6 contains a scenario based prediction of how developments in the US market might affect 
the conclusion. 
Finally Appendix has been divided into six parts. Appendix A contains relevant figures, tables, and 
illustrations.  Appendix  B  contains  an  analysis  of  the  reputation  of  the  made  in  China  label. 
Appendix  C  contains  a  historical  timeline  of  Chery’s  development.  Appendix  D  contains  a 
presentation of the development of the Chinese automobile industry. Appendix E contains a table 
showing groups of US consumers. Appendix F is quite important as it contains much of the analysis 
in step 2 that simply could not fit into the report due to page limitations. 
Chapter 2 Context 
6. Chery data
6.1. Short summary
Chery is the first state owned Chinese automaker that  has achieved real  success in the Chinese 
market without cooperating with a foreign firm/engaging in a joint venture. Chery was established 
in 1997 and within a little more than a decade; Chery has transformed from a firm with a tiny, 
outdated, second-hand engine production line into a firm with high tech operations and an annual 
production  capacity  of  0.65  million  passenger  cars,  0.4  million  engines,  and  0.3million 
transmissions.11 Besides that Chery also operates several vehicles production plants globally. This 
makes Chery the first independent Chinese automaker to export and produce abroad. Chery recently 
signed a major deal with a major US automaker Chrysler to not only produce but also research and 
design a line of future products. 
 
Therefore Chery truly is  a Chinese version of H.C Andresen’s “Ugly Duckling”,  as Chery has 
achieved  remarkable  sales  and  performance  not  only  in  its  domestic  Chinese  market  but  also 
globally. In 2007 Chery ranked No.4 in the domestic market duo to its 6.6% domestic market share 
(Snapshot 2008) and total domestic sales of 381,000 passenger cars. In the same year Chery almost 
achieved total foreign sales of 120,000 vehicles with sales in nearly 70 countries.  As a result Chery 
achieved annual revenue of $2.86 billion in 2007. (Gao 2008) 
See appendix C for an overview of Chery’s historical development, as well as Appendix D for an 
overview of the general development of the Chinese automobile industry.
 
11 http://www.cheryglobal.com/about_chery.jsp 
6.2. Firm structure
Chery  is  a  state-owned Corporation,  which  means  that  more  than  50% is  owned by  the  local 
government of Wuhu. Chery currently employs 23,00012 people in total. In Wuhu Chery has two 
automotive manufacturing plants, a transmission plant, an automotive engineering research institute 
and an automotive planning and design institute13, besides these Chery has established seven foreign 
assemble plants located in Egypt, Indonesia, Iran, Russia, Ukraine, and Uruguay (Gao 2008). 
6.3. Products
Chery currently produces ten vehicle models, these are QQ3, QQ6, A1, EASTER, RIICH 2, Cowin, 
Tiggo 3, A5, V5, Karry, Riich 2 and A114.  Furthermore Chery has developed 20 different engines 
“ranging from a tiny 0.8-liter up to a 6-cylinder now undergoing testing—with the help of AVL, an 
Austrian engineering firm.” (Joann and Fara 2007) 
Chery has suffered a lot of critique due to problems with product quality. One of Chery’s old car 
models the Amulet, which is no longer in production, failed miserably in a crash test conducted by 
the Russian car magazine AvtoRevu in 200715. Ever since the Crash-test video was updated online a 
debate has raged, with one side claiming that Chery’s cars are deadly, and the other side claiming 
that AvtoRevu is biased as it has connections with a Russian automaker OAO Avtovaz, which is 
one of Chery’s major competitors in Russia.  
According to The Washington Post, there are general concerns related to Chery’s product quality, 
even after  Chery’s  deal  with Chrysler.  One of those who are concerned is  a longtime industry 
analyst named Maryanne Keller. She mentioned that “she doubted that Chinese automakers were  
“prepared for prime time”. She said the only way the partnership will work is if Chrysler plants a  
large team of engineers in Wuhu and exerts quality control over every part that goes into the cars” 
(Freeman 2007) 
6.4. Chery and Chrysler
In 2007, Chery signed a deal with US automaker Chrysler LLC to sell small cars made by Chery 
but without using Chery’s  brand name.  All  the small  cars which are “Made by Chery”  will  be 
branded under the name of the American auto maker Chrysler’s Dodge brand and will in 2009 be 
12 http://www.cheryglobal.com/about_chery.jsp 
13 http://www.cheryglobal.com/about_chery.jsp 
14 http://www.cheryglobal.com/about_chery.jsp 
15 http://online.wsj.com/public/article/SB118651314364590719.html 
sold in many different markets, such as Latin America, the US and Western Europe (Fairclough 
2007). This deal has been approved by the Chinese government (Blanchard 2007)
The deal with Chrysler is a learning experience for Chery as well as an opportunity to test out their 
products in the most demanding auto markets in the world. The deal is part of a long term strategy 
to bring the Chery brand to the US market.  The following quote from Robinet illustrates this. 
“Robinet said the partnership with Chrysler will give Chery a deeper understanding of  
North  American  manufacturing,  experience  dealing  with  U.S.  suppliers  and a  greater  
understanding  of  fuel-efficiency  technology.  Down the  road,  as  it  plots  a  strategy  for  
growth,  Chery  could  launch  its  own  brands  or  even  buy  manufacturing  assets  from 
Chrysler.” (Freeman 2007)
According  to  the  New York Times,  Yale  Zhang (the  China  vehicles  forecast  director  at  CSM 
Worldwide) said about the deal “I think that’s a good deal to help Chery improve quality and help 
Chrysler have a small car,” (Bradsher 2006) It would seem that this deal benefits both firms, as 
Chery can benefit  from Chryslers  knowledge to improve  their  technology and gain experience, 
which gives Chery a better chance of “going solo” later. Chrysler benefits from the deal as well as 
they can remedy their lack of fuel- efficient small cars16. In fact it would seem that the main reason 
why Chrysler has chosen to cooperate with Chery is because Chrysler only has large fuel inefficient 
jeeps and trucks, types of cars which have become increasingly unpopular as gas-prices have risen. 
For Chrysler to Develop a new generation of small cars themselves would reportedly cost Chrysler 
more than $1 billion. (Joann and Fara 2007)  
According to Ward’s auto world, Chrysler went to Chery’s Wuhu plant in 2008 to check the quality 
of the products, the results were apparently not satisfying, therefore Chrysler has decided to send 
double as many engineers to Chery within 18 months to oversee the improvement of product quality 
and safety.(Mayne 2008)
Some argue  that  this  is  a  quite  risky deal  for  Chrysler,  since  Chinese  manufacturers  are  quite 
infamous for their reverse engineering (RE) abilities. And the danger could be especially grave as 
16http://www.nytimes.com/2006/10/04/business/worldbusiness/04car.html?_r=1&scp=1&sq=daimler%20and  
%20chery%20of%20China%20&st=cse 
Chery is a firm which started with no experience or expertise in producing vehicles, and learned by 
doing and imitating others. 
Therefore, some argue that Chery could steal all Chrysler’s know-how knowledge and then “go 
solo”. According to Joann and Fara, Chrysler faces a dilemma in dealing with Chery, as Chrysler 
needs to worry about not letting too much know-how walk out the door, and at the same time ensure 
Chery’s product quality lives up to US standards, because if the cars do not live up to standards it 
will be Chryslers brand on the cars, and thus Chrysler’s reputation that suffers. (Joann and Fara 
2007)
The  problem  is  intensified  by  Chrysler’s  deep  financial  troubles,  currently  on  the  verge  of 
bankruptcy.  Chrysler might be so preoccupied with trying to stay alive in the short term, that it 
ignores the fact that it might be creating a competitor in the long term. 
Chapter 3 Theoretical framework  
This chapter has been divided into two three parts: Choice of external environment theory where 
we present, discuss, and argue how we have chosen PESTEL theory, and what is not discussed in 
the analysis as a consequence.  Resource based Theory where we introduce, outline, and discuss 
resource based view theory as our means of analyzing the internal  conditions in the case.  And 
Choice of  strategy where we briefly explain our choice of Entry mode theory,  for developing 
strategy in step 3 of the RBV analysis.
7. Choice of external environment theory - PESTEL   
As we have mentioned in the introduction chapter, the main purpose of this project is to analyze 
Chinese automobile producer- Chery’s capabilities and possibilities of entering the US market. In 
order to achieve this purpose, there are two aspects which need to be analyzed, Chery’s capabilities, 
and its external environment-which is also known as “business environment” (Johnson, Scholes, 
Whittington 2005:64). 
Understanding Chery’s business environment can help us to identify what the major issues are if 
Chery enters the US market, and how to cope with eventual problems. In order to find out which 
theory fits best for analyzing Chery’s external environment, consideration of all the viable theories 
and their potential application to the case is required.  
The business environment is divided into three layers, the first and most general layer is the macro-
environment, the second layer is referred to as the industry or sector, and the final and most specific 
“layer” is competitors or markets (Johnson, Scholes, Whittington 2005:64). 
Each “layer” includes a number of different theories that can be applied. For instance, the macro-
environment  layer  can  be  analyzed  with  PESTEL framework,  Key  factors  analysis,  Drivers  of  
globalization, and  Building scenarios theory.  The industry or sector layer  can be analyzed with 
Porter’s  five  forces  framework,  and  the  dynamics  of  competition  theory.  And  the  market  or 
competitor layer can be analyzed with strategic groups, and market segments theory. 
The question is  therefore first  of  all  which theory should be chosen.  An initial  revision of the 
relevance of the theories in connection with achieving the aim of the project narrowed down the list 
to  the  following  theories:  PESTEL  framework,  Porter’s  five  forces  (1980),  and  Key  factors 
analysis.  These  theories  will  now be discussed and evaluated  in  greater  detail  focusing  on the 
advantages and drawbacks of each. 
Figure 1: An illustration of the layers is available in Appendix A
7.1. PESTEL framework
PESTEL framework analysis is a method of identifying different environments that could have an 
impact  on  organizations.  (Johnson  et  al.  2005:65).  PESTEL is  a  short  form which  stands  for 
political,  economic,  sociological,  technological,  environmental  and legal environments.  PESTEL 
analysis relies on past events and experience, but the results from the analysis can also be used as to 
‘forecast the future’, as these environmental factors are able to influence the future strategy of a 
company.  (Lynch  2006:  84).  Thus,  PESTEL framework  tries  to  enable  a  company to  appraise 
change and the impact of environment factors for the future.
See appendix A figure 2 for an illustration of the PESTEL framework. 
Lynch  suggested  that  the  process  of  analyzing  the  external  environment  should  begin  with  a 
checklist-PESTEL, which basically means filling out each of the six categories. (Lynch 2006: 84). 
However Johnson states that  it  is not sufficient to just  see future changing processes, It is also 
necessary to identify the so called “key drivers of change, which are forces likely to affect  the 
structure  of  an  industry,  sector  or  market“  (Johnson 2005:  69).   Key drivers  of  change  could 
therefore be combined with the effects of environmental factors to create a dynamic rather than 
static picture.
The  basic  assumption  and  argument  for  the  use  of  PESTEL  is  that  if  a  company  has  clear 
knowledge concerning  its  external  environmental,  it  will  be able  to  take  advantage  of  external 
opportunities and reduce the threats from factors outside the organization. 
In general as well as in our case examples of political factors are government stability,  taxation 
policy or foreign trade regulations;  economic  factors could be business cycles,  interest  rates  or 
money  supply;  socio-cultural  factors  contain  population  demographic,  social  mobility,  lifestyle 
changes;  technological  environment  involves  government  and  industry  focus  on  technological 
efforts  and  innovation;  environmental  factors  are  environmental  protection  laws  or  energy 
consumption; and examples of legal environment are competition and employment law, healthy and 
safety (Johnson 2005: 68). These factors are often inter-connected.  
7.1.1. Discussion and limitation of PESTEL framework 
As mentioned above PESTEL is a kind of check-list that enables a broader view of the company´s 
macro environment, and facilitates reaction to future opportunities, threats and general changes. 
Therefore, it can be said that PESTEL offers a list of factors with which to analyze the environment 
and formulate  predictions,  but  there  are  no tools  for  exploring  the  relationships  between these 
factors  and the company,  the interpretation  of the relationship  between them therefore depends 
primarily  on  the  analyst.  In  general  PESTEL  offers  the  chance  to  conduct  an  encompassing 
qualitative analysis. However the lack of criteria of evaluating the findings increases the danger of 
biased interpretation or simply misinterpretation. 
7.2. Porter’s Five Forces theory 
Michael  Porter’s  Five  Forces  model  deals  with five factors  faced  by a  company in  their  local 
competitive environments, as well as the circumstances under which these factors work (Barney 
2006:41). “Awareness of five forces can help a company understand the structure of its industry and 
stake out a position that is more profitable and less vulnerable to attack.” (Porter, 2008, p78)  
The  five  forces  are:  Threat  of  new  entrants  into  the  industry;  Threat  of  substitute  products; 
Bargaining power of suppliers, bargaining power of the buyers, as well as, the intensity of rivalry 
within the industry (Porter, 1980, 1985). The Five Forces model is a convenient tool that helps 
organization to determine the intensity of competition and profitability within a given industry. 
Porter´s Five Forces model should enable organizations to find their position in an industry, so that 
the company is able to defend itself against competitive forces (Porter 1980: 4). 
Porter argues that with an analysis of the industry structures based on the Five Forces it would also 
be possible to appraise the future development of the industry,  as well as the future competitive 
conditions. Porter argues that these predictions are possible because Porter assumes that the industry 
structure is rather stable, and that change occurs in slow processes (Grant 2005: 84). 
7.2.1. Discussion and limitation of Porters Five Forces: 
Recklies claims that Porter’s five forces model has several main weaknesses. First of all, the theory 
was developed during the early 1980s, at this time the development of most industries was more 
stable compared with much of the dynamic development of today. Secondly, the five forces model 
assumes a static market in which most competition and dynamic changes are foreseeable. Third, A 
company will have to change strategies very often based on the external environmental in order to 
survive, it is not wise to focus only on achieving competitive advantage over competitors, suppliers 
and customers (Recklies 2001 a, 2001 b). 
Today companies have to face a volatile  market with fast  innovation,  dynamic and technologic 
change, changes in competitive situations, social changes and the demands of globalization, as well 
a more global marketplace where current and potential competitor analysis becomes increasingly 
difficult. Therefore, it is necessary to have a more flexible and dynamical model than Porter’s, in 
order to be able to make predictions of the future development of the industry. 
7.3. Key factors analysis
While  Porters  Five  Forces  deals  with  “structural  variables  influencing  competition  and 
profitability” (Grant  2005:  73)  in  an  industry,  the  key  factors  for  success  (KFS)  approach  is 
developed to identify factors relevant to a company’s strategy and focus on strategic analysis and 
development. 
KFS is  used to  find the key factors for success in the industry and then focus the analysis  on 
particular environmental issues. It includes “resources, skills and attributes of the organizations in  
the industry that are essential to deliver success in the market place” (Lynch, 2006). KFS analysis 
enables  a  company  to  identify  which  environment  is  worth  exploring.  Actually  this  analysis 
depends on an analysis of the organization’s resources. 
According to Grant, a company that wants to persist successfully on the market has to consider two 
conditions. First, the company has to determine who its consumers are and what their demands are. 
Secondly,  the company has to analyze the competitive situation, their competitors and the main 
dimension of competition, as well as its own ability to gain an advantaged competitive position. The 
result of the consumer’s demands combined with the competitive situation is the key factors of 
success (Grant 2005:93). 
7.3.1. Discussion and limitation of Key factors analysis
The theory key factors of success is a more narrowed, micro-environmental  approach that only 
takes into account the consumers demands, the structure of competition within a market and the 
consideration how to face this situation. The key factors of success analysis can help a company to 
identify the success factors, and consider its ability to succeed on the market. Nevertheless, there is 
a lack of consideration of other possible influences on a company, which may affect success, such 
as for instance governmental  policies,  social  and cultural  changes, economic developments,  and 
environmental issues. 
7.4. Discussion on choice of theory
As outlined earlier PESTEL, Five forces, and Key factors are all viable and valid theories, and each 
offers unique insight into the external environment of the firm. In choosing PESTEL as our external 
environment theory we have focused on PESTEL theory’s ability to encompass not only the factors 
which  influence  performance  in  the  industry,  but  also  the  impact  of  potential  changes  or 
developments, and factors which go beyond the industry. In doing so we are aware that we are less 
able to assess the importance of resources and capabilities than had we used key success factors 
theory. Furthermore we are less able to describe the competitive environment, and unable to assess 
the potential profitability of entering the US market, as a result of not using Porter’s five forces 
theory.
Thus our choice of theory concerning the external environment enables us to assess current and 
future  opportunities  in  the  US  automobile  market,  but  only  to  a  limited  extent  how  these 
opportunities might be exploited to attain competitive advantage, and to no extent how profitable 
achieving competitive advantage would be. 
8.  Internal conditions theory - Resource Based View (RBV) theory
8.1. Introduction
Resource-based  view  theory  assumes  that  resources  and  capabilities  of  a  company  determine 
basically  the  strategy  and  performance  (Grant  2005:  133).  Thus,  this  approach  deals  with  the 
internal view on sustained competitive advantage by asking where the company´s  strengths and 
weaknesses are concerning the environment (Fahy 1999: 1).This approach became popular in the 
strategy literature in the mid-1980s when Wernerfelt (1984) introduce the term and determine that 
the strength and weakness  of  a  firm constitutes  the competitive  advantage and though  “… the 
application  of  the  bundle  of  resources  at  the  firm´s  disposal”  (Wernerfelt  1984:172).  Barney 
(1991:102) confirmed that only based on those resources, a company could transform a short-run 
competitive  advantage  into  sustained  competitive  advantages.  A  more  detailed  definition  of 
resources  is  determined  by  Daft  (1983)  “Firm  resources  include  all  assets,  capabilities,  
organizational processed, firm attributes, information, knowledge, etc; controlled by a firm that 
enable  the  firm  to  conceive  of  and  implement  strategies  that  improve  its  efficiency  and  
effectiveness.” (Daft 1983, cited in Barney 1991: 101).  Makadok (2001: 94) argued to use RBV is 
used to analysis firm’s specific characteristics of being rare, valuable, inimitable, non-tradable, non-
substitutable. Actually, the strategy of a firm ‘’is concerned with matching a firm’s resources and 
capabilities  to  the  opportunities  that  arise  in  the  external  environment’’ (Grant  2005:  132). 
Therefore,  resource based view can be seen as a complementary approach to external  strategic 
analysis, like Porters Five Forces17 or PESTEL.
Resource based view is applied in three basic fields of research. First, it has been explicitly adopted 
as a framework for main strategy analysis of competition of companies, for example to analyze the 
performance in international markets and for describing dimensions of positioning strategy. Second, 
it  is  applied  in  the  field  of  organizational  economics  and considers  concepts  of  organizational 
knowledge,  property  rights  and  agency  theory.  Third,  the  resource  based  view  is  applied  as 
complementary approach to external industry analysis (Mahoney, Pandian 1992: 363; Fahy 1999:1). 
8.2. RBV Theory 
The  resource  based  approach  has  two  basic  assumptions.  First,  the  assumption  of  resource 
heterogeneity postulates that a company differentiates from other companies of the same industry 
through its individual, unique resources. And second, the  assumption of immobility supposes that 
these resources are more or less hard to adopt completely because of the high cost to attain them 
(Barney, Hesterly 2006: 77). Therefore, trying to exploit and use differences leads to competitive 
advantage, and hence, to profitability.  ‘’Establishing competitive advantage involves formulating 
and implementing a strategy that exploits the uniqueness of a firm’s portfolio of resources and 
capabilities.’’ (Grant 2005: 136)
There is a big difference between the resources and the capabilities of a firm. While resources are 
used as instruments in the production process, capabilities are the skills of a firm. Meanwhile, there 
is also a link between resources and capabilities, because the firm has to have both resources and 
capabilities in order to gain competitive advantage (Grant 2005: 138).
Following, based on Grants descriptions, there is an introduction of the main and crucial resources 
and capabilities in combination of gaining and sustaining competitive advantage. 
17 See below. 
8.2.1. Resources of the firm
According to Grant (2005), “resources are the productive assets owned by the firm” (p.138) that are 
used  as  instruments  in  the  productive  process.  Resources  are  classified  in  three  subcategories: 
tangible resources, intangible resources and human resources.
Tangible resources
Tangible  resources  involve  all  financial  and  physical  assets  of  a  firm.  For  example  the  firm´s 
borrow capacity or production possibilities18. These resources are easily identifiable. Concerning the 
resource  based view approach it  is  essential  to  ask what  is  the  potential  of  these  resources  in 
creating a competitive advantage and are they applied in the most effective way. Furthermore it has 
to be considered which the best way is to use the firm´s existing resources (Grant 2005: 139).
 Intangible resources
This type of resources are the most difficult to define and there are many contradictions on this 
theme  and  on  establishing  the  firms  so-called  invisible  resources.  One  of  the  most  important 
resources on this category is the brand name, part of the firm’s reputation that brings the customer’s 
reputation. 
Other  important  intangible  resources are  the technological  and artistic  resources of a  firm.  The 
intellectual  property,  for  example,  its  ownership  is  defined  only  by  law  and  companied  have 
become more and more aware of this from their resources19 (Grant 2005: 141).
Human resources
It refers to the services offered by the human capital of a firm, as a consequence of their knowledge 
and skills. The firm can take advantage of their attributes, by concluding a contract, in order to use 
their time and capabilities. It is also difficult to define and identify all the human resources that can 
be valuable to a firm, as this a very complex process. 
In the last years, the companies started to go more in the direction of improving their employees 
skills, by developing different programs in this sense, to evaluate them, and discover new abilities 
and putting more importance to the concept of emotional intelligence.20 (Grant 2005: 143)
18 See more detailed characteristics and examples in Appendix: Classifying and Assessing the Firm´s Resources.
19 See more detailed characteristics and examples in Appendix: Classifying and Assessing the Firm´s Resources.
20 See more detailed characteristics and examples in Appendix: Classifying and Assessing the Firm´s Resources.
8.2.2. Organizational capabilities 
Having just good and potential resources does not contribute to a company´s strategic advantage. 
Capabilities involve the ability of a company to coordinate and activate their resources productively 
and express what a company really can do (Barney 1996: 144; Barney, Hesterly 2006: 76; Grant 
2005: 138f.) In the literature,  capabilities  are often equalized with the term competence or core 
competence.  These  capabilities  are  suppose  to  generate  a  differentiation  between  competitive 
companies in order to gain a competitive advantage. 
8.2.3. Analyzing Capabilities
To identify a company´s capability two basis methods are discussed. On the on hand, the functional  
analysis examines the capabilities within a functional area of the company. Functional areas of a 
company can be classified into corporate  functions,  management  and information,  research and 
development, operations, product design, marketing, sales and distribution (Grant 2005: 147).
On the other hand, capabilities can be identified by looking at the value chain activities. (Grant 
2005: 145f.) “A value chain is the set of business activities in which it engages to develop, produce,  
and market its products or services.” (Barney, Hesterly 2006: 83). By viewing the value chain it 
can be considered how the company´s activities uses its tangible, intangible and human resources, 
because every phase of the value chain involved the application and integration of special resources 
(Barney, Hesterly 2006: 85).
Furthermore, according to Grant, capabilities can be classified by company´s functional hierarchy 
or  levels  that  range  from  single  tasks  capabilities,  specializes  capabilities,  activity  related 
capabilities,  broad  reloaded  capabilities  and  at  last  cross  functional  capabilities21.  Overall 
capabilities include abilities from lower levels. (Grant 2005: 150f.)
Finding  out  how a  company  can  gain  a  competitive  advantage  and  which  certain  capabilities 
contribute  to  this  is  very  complex  and  difficult.  Creating  capabilities  requires  the  integration, 
combination and cooperation of individuals, physical assets, and other resources. 
21 See appendix xy: Porter´s value chain
8.2.4. Gaining and sustaining a competitive advantage
Resources and capabilities, as mentioned above, are the unique and core factors which contribute to 
the  competitive  advantage.  The  real  “profit-earning  potential”  of  a  company´s  resources  and 
capabilities are determined, so Grant, by following factors: “… abilities to establish a competitive  
advantage, to sustain that competitive advantage, and to appropriate the returns to that competitive  
advantage.” (Grant 2005:150) 22
Resources and capabilities of a company have to have two essential features for gaining competitive 
advantage. First they have to be  scarce and they have to be relevant to the key success factors23. 
Further characteristics are important to be sustainable are durability of resources and capabilities in 
relation  to  the  competitors´,  transferability  and  replicability.  The  easier  transfer  and  coping  of 
resources and capabilities to other companies the lower is the competitive advantage. 
8.2.5. Appropriating the Returns to Competitive Advantage
The returning profit achieved through the strategic using of resources and capabilities of a company 
has  to  be  distributed  appropriately  by  the  company.  Apparently,  the  owner  of  resources  and 
capabilities are supposed to get the return. There is a difficulty to distribute the ownership because 
the property rights of the skills and knowledge of the employees are not easy to define. Combined 
with  the  problems  of  the  property  rights,  the  importance  of  key  human  assets  as  medium  of 
resources and capabilities requires a relative bargaining power in deciding about the allocation of 
the  returns  between  the  firm  and  its  individual  members.  “The  more  deeply  embedded  are 
individual  skills  and  knowledge  within  organizational  routines,  and  the  more  they  depend  on  
corporate systems and reputation, the weaker the employee is relative to the firm.” (Grant 2005: 
154) In case of a close determination of capability of a company to individual skills of employees in 
combination with high bargaining power an employee might be able to achieve a higher part of the 
results, like top-managers or personage (Grant 2005: 153f.)
The parameter values of the factors mentioned above can be seen as a continuum. The stronger 
(rather weaker) they are the stronger (rather lower) is the competitive advantage.  
22 See appendix: The rent-earning potential of resources and capabilities
23 Key success factors are factors in the environment that “determine the ability to survive and prosper” within a 
market (Grant 2006: 92).
8.3. Critiques and limitation of RBV:
The resource based view offers a broader and deeper view on the company´s strength and weakness 
by  appraising  the  resources  and  capabilities  facing  the  external  demand  on  the  company. 
Nevertheless, the RBV has some crucial points that have to be considered. First, Priem and Butler 
(2001) argue that the RBV approach lack specificity because some capabilities like manager “top 
management skills, innovation or organizational culture mean little without being specific about  
the activities and processes that comprise them.” (Johnson 2006: 155) Thus, these capabilities are 
generalized  and  often  determined  of  tacit  and  unconscious  processes  within  a  company,  and 
therefore they are very difficult to identify and appraise. 
Second,  Grant  mentioned  that  there  are  obscurities  regarding  the  relationship  of  resources  and 
capabilities  that  is  not  well  known  (Grant  2005:  162).  That  means  that  scientists  assume  the 
presence  of  the  relationship  between  resources  and  capabilities  but  it  is  hard  to  make  direct 
statements about character, the causality and the strengths of the relationship.  For example, it is not 
possible  to  conclude  directly  from the  pure  a  company´s  research  and  development  unit  with 
employees and technical equipment to the factual result the unit because of the interrelatedness of 
many conditions and resources. 
Third, the resourced based view is been criticized “… for presenting a very static view of what is  
essentially a dynamic process.” (Fahy 1999: 12) Dickson accentuate that competitive market reality 
would consist of a cycle of demand and response that cannot be described by a more static model. 
For  example  companies  lost  their  relevant  resources  and  capabilities  because  of  fast  changing 
external conditions (Dickson 1992 cited in Fahy 1999: 12f.).  
8.4. Choice of strategy - Entry mode theory 
As we have argued above, we have chosen RBV to analyze Chery’s capabilities. In terms of using 
RBV, we have decided to adopt Grant’s 3-step guideline in order to put Chery’s resources and 
capabilities into practice. These three steps are step 1 Identify the key resources and capabilities, 
step 2 Appraising resources and capabilities and step 3 Developing strategy implications. We intent 
to use step 3 to answer the second part of our problem formulation “…which entry strategy is the 
firm most likely to implement?” in order to identify a most likely entry strategy for Chery, we 
have decided to engage Entry mode theory in step 3. 
The discussion concerning choice of strategy presupposes knowledge of the external environment 
as well as Chery’s internal conditions. Therefore we have chosen to put this discussion in step 3 
before the strategy analysis.  In step 3 we will discuss the practical  applications of game theory 
versus entry mode theory in developing strategy, we conclude that entry mode theory is best fit for 
the purpose of answering our problem formulation,  whereas  game theory would be best  fit  for 
developing and analyzing future scenarios. 
Chapter 4 Data analysis   
9. PESTEL framework analysis on US market
As we know, there are many factors outside the company that will affect the decisions. In order to 
analyze various external environment factors, the PESTEL model will be used to guideline this part.
A  PESTEL  analysis  stands  for  Political,  Economic,  Social,  Technological,  Environmental  and 
Legal factors. It examines the impact of each of these factors on the business. The results can be 
used  to  take  advantage  of  opportunities  and  to  make  contingency  plans  for  threats  when  the 
company, such as Chery preparing business and strategic plans. (Byars, 1991；Cooper, 2000)
Since US automobile market is the scene for this project, the PESTEL analysis will be taken place 
in this chosen field.
See appendix A figure 4 to 6 for relevant figures.
9.1. Political 
The automobile industry is an important part in the U.S. and the American society, due to the good 
infrastructure and the large distance between the homes and the jobs, of American citizens.  In this 
sense,  ‘’the  automobile  is  a  tremendously  important  device,  offering  personal  transportation 
convenience, speed, and flexibility that would have been unthinkable a century ago’’ (Adams 1977: 
165)
In order to prove the importance of the automobile in the American society, it must be said that the 
US were those who transformed the automobile from a luxury accessory to a common tool used in 
transportation,  as John B. Rae affirms it  in a brief history over the American automobile,  ‘’the 
automobile is European by birth, American by adoption’’ (Rae 1965: 1) 
The US is willing to improve and invest a lot in their auto industry in order to fill in these gaps. As 
a consequence, this summer, American president G.W. Bush signed legislation to lend $25 billion 
to the three car companies to help them pay for vehicle modifications to meet new fuel-efficiency 
standards.（Jagger, 2008）however Since September 2008, the big three car producers of America 
- General Motors, Ford and Chrysler have been hit by the global financial crisis hardly.
Barack Obama, the US coming new president raised the issue of help for the car industry to protect 
jobs in this backbone industry of US, but President George W. Bush has been reluctant to take 
action.24
24 EU could take US to WTO over car industry support.14 November 2008 
9.1.1. Conclusion: 
The high interest of the Government to the auto industry is a positive factor of the US market, as 
they are willing to invest important amounts of money in order to help the American car producers 
and raise the fuel-efficiency standards. Though, this is also very uncertain, as it depends a lot on the 
current  administration  and  the  changing  environment  caused  by  the  financial  crisis.
9.2. Economic
9.2.1. Economic growth
The US has the largest and most technologically powerful economy in the world. The GDP per 
capital  (ppp)  is  $45,800  (2007  est.)  with  2% real  growth  rate.25 In  this  country,  known  as  a 
developed country for a  century,  the high national  income has  boost  huge demand for  various 
products, no matter if it is imported goods or home-made products. For example, consumer goods 
(automobile,  clothing,  medicines,  furniture,  toys)  take  up  31.8% of  total  import  commodities, 
capital goods 30.4 %( computers, motor vehicle parts etc.)
China is the most important partner for the US. In 2007, 16.9% of imports goods come from China 
which places China in the first  position.26 However,  the US has an important  deficit  in current 
account.
Because of  the  financial  crisis,  the American economic climate  has  also become uncertain,  as 
unemployment increased rapidly, with about 6.5 % of the workforce out of a job, marking the 
highest rate since 1994.27
Although economy situation of U.S is depressing now, it  generally be treat  as a bad signal for 
companies want to enter this market, however it can also provide opportunities for some, (Robinson 
and et al., 1978; Thompson, 2002) e.g. Chery(the cheaper, fuel-efficiency car) 
http://www.eubusiness.com/news-eu/1226652427.3/ 
25 https://www.cia.gov/library/publications/the-world-factbook/geos/us.html 
26 https://www.cia.gov/library/publications/the-world-factbook/geos/us.html 
27 http://www.theaustralian.news.com.au/story/0,25197,24629086-5013948,00.html 
9.2.2. Gasoline Price:
Historically, the U.S. gasoline price was stable, but during the last decade the prize has increased 
rapidly.28  In November 2008 the gasoline price was $1.80 per gallon higher than in July 2008 
($2.22 – $2.94). Because of the expected weak economic situation combined with rather low crude 
oil price, in 2009 it is expected a price on a higher level from $2,37 - $2,73 (EIA 2008: 1). The tax 
part of the gasoline goes up to 13%. 
9.2.3. Financial crisis: 
9.2.3.1. Effect on companies
As it mentioned before, The US automobile car companies are already in a weak economic situation 
because of the increased competition. Through the financial crisis29 the labile situation of the car 
companies  has  become  aggravated  in  that  way that  GM,  Ford  and  Chrysler  are  very  close  to 
bankruptcy, fall 2008. Efforts to gain a governmental support of $25 billions fail because the $25 
billion subsidy in 2007, that should be applied to develop and produce alternative energetic, didn’t 
succeed.30 Because of the Congress´ declining, there is a very high danger of plight of one or all Big 
Three companies. This would have disastrous consequences for the whole industry sector and the 
US economy.  Actually,  many of the financial  analysts  see in this  crisis  the decline  of the Big 
Three.31 
9.2.3.2. Effect on consumers
In recent  times,  the mixture between the instability of the gasoline prices and the growing job 
insecurity determined American consumers to be reluctant in making important car purchases. On 
the other  hand,  carmakers  are trying to stimulate  the sales,  by offering to  customers  important 
discounts that were normally available only for their employees. Although, it didn’t make much of a 
28 See appendix: US gasoline development 
29 Financial crisis was caused by “a bursting of the U.S. housing market bubble and a rise in
foreclosures has ballooned into a global financial crisis.  Some of the largest and
most venerable banks, investment houses, and insurance companies have either
declared bankruptcy or have had to be rescued financially. In October 2008, credit
flows froze, lender confidence dropped, and one after another the economies of
countries around the world dipped toward recession.” (CRS 2008)
30 http://www.economist.com/business/displaystory.cfm?story_id=12582588 30.11.2008
31 http://news.bbc.co.uk: ’’Detroit hit as car firms beg for bail-out’’ By Greg Wood, 
North America business correspondent, BBC News, Detroit 
difference in customer’s choice, since the giant American car manufacturers are going through a big 
crisis at the moment.32 
9.2.4.  Car loans
One of the most important factors in American’s car buying decisions is the loan taken from banks. 
As  Annette  Sykora,  chairman  of  the  National  Automobile  Dealers  Association,  affirms  it, 
“dealerships need it to finance inventory from the manufacturers. Consumers need it to buy cars”. 
(Simon 2008)
Lately, it has become more and more difficult to obtain a loan in order to buy a car. 
It is also vital for the carmakers and theirs suppliers to get bank loans, in order to extend and build 
new plants, and to have the capital required in their activities. The biggest borrowers in the capital 
market are GM and Ford.
So, whenever the credits are down, the entire capital market goes down.
As for the customers, few months ago, there was no problem arranging financing for car buyers 
with scores between 630 and 650 on the Fico scale (used to assess Americans’ creditworthiness), 
while  now this  has  become  a  difficult  and  expensive  process.  During  this  financial  crisis,  the 
customers need at least a score of 700, from 850 possible. (Simon 2008)
9.2.5. Conclusion
All of the economical factors from this part show an instable auto market, characterized by the 
fluctuation of the gasoline price, as well as a changing of car loans conditions, that are now more 
difficult to obtain. The financial crisis, the most important factor of the economy in the present has 
an important negative impact on the whole American industry, and especially on the auto industry. 
The Big Three are threatened by bankruptcy, while the prices of the cars are going down. But the 
financial crisis not only has an impact on companies, but also on consumers, as it  determines a 
significant decline of car sales.
32 BBC News. ‘’ Fresh troubles for US car giants ‘’. 3 September 2008 
http://news.bbc.co.uk/2/hi/business/7597130.stm
9.3. Sociological
9.3.1. Demographics
The USA is the world's third-largest country by size after Russia and Canada and by population. It 
has more than 303 million people with 0.883% population growth rate (July 2008 est.); 67.1% of 
total population is between 15-64 years,33
9.3.2. US Consumer  classification
A recent survey of AXIOM (global interactive marketing service) 2008 classified the US consumers 
in ten central target groups. (AXIOM 2008)
See table 1 in appendix E
AXIOM chose three crucial target groups to investigate the buying and driving behavior in face of 
the high fuel prices. 
First, “Upper Rung City” is a group of rich, mostly singles without kids in the age of 30 – 65. There 
are settles predominantly in metropolises and have own estimates. Their life and buying behavior 
is basically determined by matters of quality, lifestyle, foreign travelling, investments and costly 
leisure activities. Concerning car they prefer European and Japanese cars, as well as, luxury cars 
like SUV and sports car. 
Second, “Married with children“ is characterized of well-educated with high income that enable a 
saving life standard for the whole family.  Their life is determined by supporting their children’s 
activities, social activities and fitness. The main purpose of this group regards to the needs of the 
family. This consumer group prefers highly minivans.
Third, “Wide open space” content a high number of rural consumers of the middle-working class in 
the age of 30 – 65. The distribution of income varies from low-middle up. In spite of this the “wide 
open space”-consumers prefer highly domestic cars. (ACXIOM 2008: 15ff.)
By  viewing  these  costumer  groups  and  their  preferences  there  is  to  say  that  there  are  strong 
preferences  of  the  middle  and high  groups for  SUVs,  minivans  and for  domestic  cars  that  are 
offered  by US companies.  But  the  majority  of  preferences  are  hold  by foreign  cars,  Japanese, 
Korean and European cars.
9.3.3. Gender differentiated car preferences: 
A study from the registration records of the American’s choice over the 2005 and 2006 new car 
models revealed that men and women’s tastes for cars are very different. While men prefer to buy 
33 https://www.cia.gov/library/publications/the-world-factbook/geos/us.html#Econ
luxurious, high performance cars, preferably with a horsepower of 367 or more, women chose cars 
with an average of 173 hp. The reason is that women prefer safer cars, comfortable and with a price 
they can afford.
The survey also revealed the impact of the 2002 movie ‘’2 fast 2 furious’’ over the Mitsubishi 
Eclipse Spyder, who became the image of a car for the angry muscular men. The survey also proved 
the fact that men tend to buy sometimes feminine cars, while women would rarely buy masculine 
cars. 34
9.3.4. Changing of buying and driving behavior
By investigating the buying and driving behavior of US consumers facing the high fuel prizes, 
ACXIOM found evidence for an overall change in behavior. There is a relationship between the 
level of fuel prizes and change in the way of thinking, behaving and buying. 62% of the consumers 
with an income under $ 50.000 and 47% with an income $100.000 per year have “… changed their 
lifestyle behavior when the fuel hit 3-4$ per gallon…” (AXIOM 2008: 1). That means that 62% or 
rather 47% of the consumers think not only about to change their driving behavior like sharing cars 
or driving less,  but  also to change other  lifestyle  customs like less dining,  travelling,  spending 
money for cloths.35 
In the direct sense, change of buying behavior and driving behavior means that these people drive 
less  and share  cars  effectively  as  well  as  save  money  by  decrease  of  travelling,  buying  cloth 
(ACXIOM 2008: 11). That shows that there is an influence of the fuel prize development not only 
on the direct car-buying or driving but also on other areas of life. 
This change has different reasons in different consumer groups. On the one hand, lower and middle 
income groups like “married with child” and “wide open space” has to spend money more careful 
because of the high fuel prices. On the other hand buying green cars is an act of “going green” and 
expresses a lifestyle or “status symbol for responsible, politically correct living” (AXIOM 2008: 8)
These changes affect the motivation for buying cars, too. Recently, the strongest motivation to 
buy a car is determined of fuel and mileage.36 These considerations are stronger than safety or 
luxury considerations. In spite of the fuel prices, the demand of small cars has increased.  
34 Hardcastle, Jonathan. ‘’ Male vs. Female Car Preferences’’. http://ezinearticles.com/?Male-vs.-Female-Car-
Preferences&id=321843
35 See appendix Consumers who have made lifestyle changes. 
36 See appendix: Purchase Motivators for Recent New Vehicle Buyers
9.3.5. Conclusion
Having a population of 303 million people spread into 50 different states, US is the country with the 
most different tastes in choosing products. But lately, because of economic changes, the price has 
become the most important factor in Americans decisions. For the car market,  for example, the 
price doesn’t only influence the type of product they buy, but also the consumer’s behaviour, as 
they decide to buy less cars or to replace them with other ways of transport, due to the increased 
gasoline price. 
There are also important differences when choosing a car, caused by social classes, categories of 
age, education, living place that make the US market a very flexible one. 
9.4. Technological
9.4.1. Technological aspects of the US car industry - Innovations 
‘’The car industry is also going through a profound revolution in its method of production. Lean 
production techniques are lowering the cost of making small cars and making it more efficient for 
car companies to change models quickly, in response to changing consumer taste. ‘’ (Simon 2008)
The tendency of the big car companies is to move in the same direction for the production system, 
and their  factories  to  be  identical  in  any place  of  earth,  based  on a  global  design and on  the 
manufacturing best practice.
The new hybrid engines are a big success worldwide and the sales of the so-called ‘’green car’’ are 
increasing and they actually become a new different part in the manufacture process.
One of the most famous hybrid in the US is Toyota’s Prius, who does over 50mpg and combines a 
petrol engine with an electric motor, which it can run on in towns.
But GM has also big plans about a hybrid car called Chevrolet Volt. It is intended to be the first 
mass produced car powered solely by an electric motor, it would plug in to recharge. It could also 
feature hydrogen fuel cells and an ethanol-based petrol engine.’’ (Simon 2008)37
Conclusion: The technological factors are defined by the innovations from the car market, that all 
go into the same direction: fuel-efficiency cars. The hybrid cars have more and more success on the 
US market, although their price is still an obstacle in some consumer’s choice. Small cars have 
taken the place of the giant SUV, while the production process became more flexible and cheaper.
37 See Appendix 1
9.5.  Environmental
9.5.1. Environmental issue
’’According  to  Professor  Garel  Rhys  of  Cardiff  Business  School,  there  are  essentially  two car 
markets - the US, with its low fuel prices, low population densities and big cars - and the rest of the 
world.  He  says  that  only  when  the  US  raises  petrol  prices  to  world  levels  will  this 
change.’’(Schifferes 2007). 
Besides cost considerations, as mentioned above, American consumers become more aware about 
the importance of the environmental issue and the sales of the hybrid motors (petrol-electric) started 
to grow. Despite the protests  of car makers,  there were new regulations introduced,  concerning 
pollution  and  fuel-efficiency,  in  the  US  as  well  as  in  Europe.  And  the  only  thing  that  will 
discourage the American car consumers to buy the large engine cars would be the high fuel prices. 
This  trend is  now recognized  by all  the  big car  makers,  as  Bill  Ford affirms:  "society is  now 
clamouring for this approach" (Schifferes 2007), while his company ‘’recognised the shift in the 
marketplace" (Schifferes 2007), with its Greener Miles approach.
At the same time, GM Company’s boss, Rick Wagoner affirms that "it's really a business necessity 
that we find alternative sources of propulsion for our vehicles"(Schifferes 2007), because eventually 
petroleum  is  going  to  run  out.   Although,  concerning  the  gas  efficiency,  Ford  and  GM  are 
considered years beyond Toyota, and this might take at least 10-20 years to get at the same level. 
(Schifferes 2007)
A survey made by Ruder Finn Insights revealed the increasing of the American’s taste for the green 
cars and the hybrid engines. ‘’ The study shows that for the first time a majority of Americans are 
willing to sacrifice perceived reliability, luxury, performance and comfort for better gas mileage as 
they plan their next vehicle purchase. At the same time, perceptions exist that gas-only cars are less 
expensive, more luxurious, and offer better design and comfort. Only six percent of respondents 
think hybrids are luxurious and just 12% feel they are better priced.’’ (Green Car Congress 2008)
The online survey, called “The Hybrid Attitude Survey” made over 500 Americans revealed that: 
two of three respondents would like to buy a hybrid vehicle in the next three years; 80% of the 
respondents expressed their intention to sell their cars for more efficient-fuel cars, although 87 % of 
them admitted that they don’t really afford it (the reason of the low sales of hybrid cars); another 
reason who makes the purchase of hybrid cars a difficult fact is that this type of cars are hard to 
maintain and they are considered not practical for long distance driving; there are two categories of 
respondents: one who believes that hybrid cars are too expensive and the other one who considers it 
reasonably priced. (Green Car Congress 2008). 
9.5.2. Ecological US standards: Emission standards
A recent study made by JATO Dynamics,  leading provider of automobile business intelligence, 
revealed  the  fact  that  ‘’ the  U.S.  car  market  is  'half'  as  green  as  its  European  and  Japanese 
counterparts when it comes to CO2 emissions and fuel consumption. The analysis conceals that 
while American consumers haven't changed their car-buying habits, their Japanese and European 
counterparts are moving towards more 'eco-friendly' cars.’’ (CARSCOOP 2008)
A  comparison  made  on  the  3  world  largest  car  markets  proves  that  the  average  of  the  CO2 
emissions in Europe for the new cars is ‘’3.26 tons/year since the beginning of 2008, based on 
12,000  miles/year,  representing  a  decrease  of  0.11  tons/year  from 2007’’  while  in  Japan  this 
average ‘’ fell from 3.16 tons/year in 2007 to 3.10 tons/year during 2008’’. In this time, in the 
America the average new car emits 5.77 tons/year. (CARSCOOP 2008)
As for the fuel consumption, the JATO studies found out that the average ‘’for Cars, Minivans and 
SUVs in the U.S. market stand at 22.6mpg (10.6 lt/100km). That's compared to 40.3mpg in Europe 
(5.83 lt/ 100km) and 40.6mpg (5.79 lt/100km) in Japan.’’ (CARSCOOP 2008) The reason for this is 
that the European market is mostly characterized by small cars and diesel engines, as well as on the 
Japanese market there are mini cars in a proportion of 30%. On the other and, in the US market the 
new cars are mostly the SUVs (excluding pick-ups and full-size vans), in a proportion of 30%.
The president  Americas  at  JATO,  David Mitchell  affirms  that  "Consumer  green  intentions  are 
stronger than ever, but they are still voting traditionally with their wallets"(CARSCOOP 2008)  and 
that  "Historic larger-vehicle  tastes,  relatively low gas prices and poor selection of fuel-efficient 
vehicles  all  contribute  toward  a  slow green  transition."  (CARSCOOP 2008)  Their  explanation 
would be that the US government hasn’t introduced yet the taxation measures, as Europe did, in 
addition with the high fuel price, compared to the US low price.
The solution to change the American’s choice when buying a car is that the US government should 
start enforcing a CO2- or/and fuel-consumption-based taxation for their new cars, while bringing 
the fuel price at the same level as Europe ($6 or $7 a gallon) (CARSCOOP 2008). Recently, the US 
government  offers a tax incentive to those who by a new and qualified car for a limited time. 
Qualified car are hybrid, alternative fuel, electric and come Diesel cars that must be qualified by the 
government.38
9.5.3. Conclusion
Although American  consumers  are going into the green cars  direction,  the process is  very low 
because of the US historically taste for large vehicles or the relatively high price of these cars. In 
addition, there is the lack of different taxation for large engines, and still, the gasoline price, lower 
than Europe. As for the CO2 emissions, American cars are considered half green than European or 
Japanese cars. 
9.6.  Legal
9.6.1. Minimum wage of workers
Concerning the minimum wages of workers, as required by a 2007 US law, wages increased from 
$5.85 to $6.55 per hour.  Next year's  boost  will  bring the federal  minimum to $7.25 an hour.
(Rugaber, 2008)
9.6.2. Safety regulations
Although, the car has such an important place in American people’s life, the most important country 
who didn’t  sign  the  1958 Agreement  (the  World  Forum for  Harmonization  established  by  the 
United Nations, for auto safety) is the United States, who, as well as Canada, has its own Federal 
Motor Vehicle Safety. As a consequence, vehicles and components from all over the world cannot 
be imported or exported between the U.S. and most of the rest of the countries without appropriate 
modifications.
The US auto safety regulations operate on the principle of  self-certification (or  auto-certification) 
where the manufacturer has to certify on his own word, like a promise, that the vehicle respects the 
standards of the Federal Motor Vehicle Safety. There is no verification required afterwards, and the 
vehicle can be easily imported, sold or used. Only in case of some problems such as fake certificate, 
the government agencies could start a research, doing tests and other required operations in order to 
punish or to correct the ones in charge. And even then, the producers are permitted to make an 
appeal against the authority’s decision. This gives a lot of free space to automobile importers.
There  are  actually  a  lot  of  differences  between  the  American  and  the  European  regulations 
concerning the automobile import but not only. Many manufacturers produce one type of cars for 
38 US Department of Treasurey: http://www.irs.gov/newsroom/article/0,,id=157632,00.html 30.11.2008.
the North America and another one for the rest of the world. For example, European produced cars, 
are allowed all over the world, but illegal in the US, because their regulations are fundamentally 
different in all fields: philosophy, content, emphasis, enforcement protocol.
The institution who takes care of the vehicle regulations in the US is the National Highway Traffic 
Safety Administration or NHTSA, which is an agency of the US Government. It is in charge of the 
safety rules, fuel economy, air pollution, imports, and licenses of the car manufacturers39. NHTSA 
actually issued very few regulations in the last 25 years. 
Most  of  the  vehicle  safety  regulations  were established  in  the  60’s,  when the  US market  was 
dominated by GM, Ford and Chrysler, forming an oligopoly (85% of the auto market). Those times, 
the US had the safer traffic in the world, measured by any criteria. In the present, the Federal Motor 
Vehicle Safety Standards are contained in the United States Code of Federal Regulations.
Although, the US are willing to accept most of the important international car manufacturers, their 
national policy of American vehicle equipment and construction are still based on SAE (Society of 
Automotive Engineers), where most of the regulations are written by the US automakers.
For this price, the US felt from the top of the list including the safer results in the car industry, to 
the 10th place, while countries who respect the ECE (United Nations Economic Commission for 
Europe) regulations have taken its place.
NHTSA is running a full-control policy in the US and this led to some unintended consequences 
during the history. As an example, in the 60’s and 70’s they didn’t consider mandatory the use of 
seat belts, which where proved to reduce the accidents with 45%. In exchange, they developed later 
the airbag, but not in addition to the seat belt, so the cars had frontal airbags and no seat belts, 
which  had  its  consequences.  Another  historical  example  is  the  halogen  headlamp,  important 
innovation in Europe from 1962, introduced in the US only in 1997.40
9.6.3. Fuel economy 
Recent environmental issues of pollution and shortage of fossil fuel necessitate the implementation 
of standards. In order to reduce the fuel consumption around one third, NHTSA also administers the 
controversial  Corporate Average Fuel Economy (CAFE), in charge with the production of fuel-
efficient vehicles. This should effect a change in car preferences from ‘big cars’ to less consumed, 
small cars.41 “The standards have significantly affected vehicle design, as well as manufacturing and 
marketing decisions” (CRS 2005: 10). 
39 http://www.nhtsa.dot.gov/
40 http://www.nhtsa.dot.gov/cars/rules/regrev/evaluate/pdf/809662.pdf
41 More about consumer orientation see below. 
9.6.4. Conclusion
the  legal  factors  of  this  paragraph  that  characterize  the  US  market  are  the  safety  regulations 
established by the American Government, through its agency, the NHTSA, as well as the low wages 
of American workers and the new green regulations established by CAFE (Corporate Average Fuel 
Economy)
The fact that US didn’t take part to the 1958 Agreement has a negative impact on the auto safety. 
Their  principle  of  self-certification,  as  well  as  the  small  number  of  regulations  created  by  the 
NHTSA has contributed to this result.  
9.7. Part Conclusion 
To sum up, over all costumer groups there is a tendency to change the driving and buying behaviour 
because of cost considerations. These are the strongest forces for buying smaller, energy saving 
cars.  Besides,  there is  a higher sensibility for environmental  saving considerations,  too,  but the 
establishing of “alternative energy cars” needs incentives of the government. 
10.RBV analysis 
We have chosen to follow Grant’s RBV theory’s three-step practical guide to answer the problem 
formulation.  These three steps are: Step 1 identifying and classifying resources and capabilities, 
Step  2  appraising  the  relative  strength  and  importance  of  resources  and  capabilities,  Step  3 
developing strategy. 
In  step  1  we  have  chosen  to  apply  a  functional  classification  approach  to  define  Chery’s 
organizational capabilities.
In step 2 we have chosen to combine the findings of the PESTEL analysis with the findings of the 
functional  classification  in  step 1 to  determine  the  relative  strength and importance  of  Chery’s 
resources and capabilities.
In step 3 we have chosen to focus on determining which entry mode strategy best  fits Chery’s 
combination of strengths and weaknesses.         
10.1. Step 1: Identifying and classifying Chery’s resources and capabilities  
In his RBV theory Grant presents two distinct ways of classifying resources and capabilities, these 
are the functional classification, and the value chain classification.
It is our impression that the functional classification views the firm as an entity, and to some extent 
an organism, which can perform several distinct and largely autonomous functions. These functions 
are all required for the entity to survive, and the success or failure of one function can have a spill-
over effect into other functions.
The advantages of the functional classification is that it allows analysis of the firm’s ability or (lack 
of same) to fulfill a specific role, solve a specific task, succeed in a specific area, or function in a 
specific  way.  Moreover  the  approach  allows  in-depth  analysis  of  a  specific  part  or  function, 
potentially revealing unexploited strengths.
The drawbacks of the functional classification are that it doesn’t facilitate an understanding of the 
interrelatedness  of the firm’s  functions,  as well  as how individual  functions contribute  to value 
creation.
The Value  chain  classification  is  in  some ways  the  opposite  of  the  functionalist  classification. 
Where the functionalist  classification looks at  individual  functions, the value chain looks at  the 
interrelatedness of all the firm’s functions, and how each contributes to value creation.
In choosing between these two approaches we picked the functionalist classification because this 
project’s problem formulation is concerned with Chery’s ability to enter into the US market, and 
thus implies an analysis  of the firm’s ability to live up to certain criteria by performing certain 
functions. Had the project been focused on increasing the efficiency of ongoing operations then the 
value chain approach might have been more relevant. 
Functionalist classification 
The functionalist classification is divided into the following functional areas: Corporate functions, 
management information,  research and development,  operations,  product design,  marketing,  and 
sales and distribution. 
Each of these functional areas will be analyzed separately based on the definition of resources and 
capabilities  presented in Grant’s RBV theory.  Thus the analysis  of each function will  include a 
description  of  Chery’s  tangible,  intangible,  and  human  resources,  as  well  as  organizational 
capabilities. In organizational capabilities we have decided to use only examples of organizational 
capabilities  presented  by Grant  (2008)  in  his  description  of  the  functionalist  classification,  the 
organizational capabilities also serves as a way of concluding on what Chery’s resources enables 
the firm to do. 
10.1.1. Corporate functions
The Corporate functions area is defined as the ability of the firm to run and manage a business; this 
includes  strategy  formulation  and  implementation,  as  well  as  the  integration  of  multinational 
operations or businesses.   
10.1.1.1. Tangible: 
In corporate functions we have chosen to focus only on location as a resource because location 
resources matters in relation to how they enable the firm to attain other resources.    
Chery’s  headquarter  and the  main  manufacture  plant is  located  in  Wuhu city,  Anhui  Province. 
Wuhu city is located in the lower reaches of the Yangtze River and it is a newly developed medium 
size city in comparison with Beijing or Shanghai. It is also very distant from the big cities like 
Shanghai  or  Beijing actually  Anhui is,  or  at  least  use to  be,  a  relatively poor  province with a 
relatively  low  general  level  education.  This  location  could  make  it  hard  for  Chery  to  attract 
qualified, highly educated professionals locally, but may on the other hand make it easier to attract 
low cost labour.  
10.1.1.2. Intangible:
In  intangible  resources  under  corporate  functions,  we  have  chosen  to  focus  on  Chery’s 
organizational culture, because we believe that the organizational culture of a firm can affect its 
employees’ productivity and motivation as well as employee turnover.     
Culture: according to Chery’s CEO Mr. Yin, Chery has continuously faced opposition and barriers 
over the last decade, and has therefore developed a sort of “can do” fighter spirit organizational 
culture,  “Every time we hit  a wall,  we just  reoriented  and moved on” (Gao 2008).  Chery was 
repeatedly  rejected  by  other  automakers  both  locally  and  globally  as  a  potential  partner  in 
cooperation, joint ventures or business dealers. This also worked to create a culture of independence 
within the organization which gives Chery the confidence that they can successes without help from 
others. 
Chery’s inability of attracting highly educated professionals also has created a “learning by doing” 
organizational culture (Fairclough 2007)   
On the  other  hand,  even though Chery has  the  “can  do” fighter  spirit,  they have  a  somewhat 
cautious approach to entering new markets.  Their first step is usually to export small amount of 
cars to the market  in order to find out demand.  Given sufficient  demand,  the next step is then 
building assembly factory and exporting the assembly parts from China to the local factory. The 
long-term strategy is to “help Chery to penetrate into other, bigger or more developed markets in 
the  neighboring  regions”  (Gao  2008).  This  shows  the  influence  of  the  “learning  by  doing” 
organizational culture.  
10.1.1.3. Human resources  
Three factors seem to be relevant in human resources, these are: Skill/Know-how, Team-work, and 
Motivation. 
Skills/know-how: The current CEO of Chery is Yin Tongyao he  is a local Wuhu citizen, and prior 
to  founding Chery  he  worked at  the  FAW-Volkswagen  joint  venture  as  head  of  the  assembly 
workshop and director of logistics division from 1991-1996. Mr. Yin holds a BS in Automotive 
manufacturing from Hefei University of Technology, Anhui. (Gao 2008). Mr. Yin defines himself 
as a person whom has mainly learned from practice, and according to him the majority of Chery’s 
employees  are  similar  in  that  respect “We  didn’t  get  to  learn  from books.  We  have  to  learn 
everything by doing it” (Fairclough 2007). 
As stated earlier one of Chery’s limitations in attracting highly educated or talented employees is 
the firm’s location, as Wuhu city is far from the big and developed cities like Beijing and Shanghai. 
It may be even harder to attract foreign experts, and overseas returnees to come to Chery, but Chery 
might be able to use a high salary or bonus strategy.  Chery also focuses on using many young 
professionals, According to Mr. Yin  “many of these young people turn out to be fast learners.  
Given the right opportunities, they can quickly blossom into managerial professionals” (Gao 2008). 
Chery has its own special system for evaluating the white collar employees. Chery encourages or 
forces these employees to rotate positions in order to develop general management talent, and they 
look at communication skills, managerial abilities, innovative mind-set, and sense of responsibility 
in evaluating an individual’s performance and potential. But the most important factor they look for 
is whether or not the person is able to create profit for the firm (Gao 2008).
Although Chery already has successful operations in a large number of countries, management is 
still mainly centered at their corporate HQ in Wuhu. “Chery’s management team, like that of many 
restless adolescents, is still by and large very local, but the company is making a concerted effort to 
hire more international talent…” (Grant 2008)
Team work: Joann and Fara argued that Chery’s employees are lacking in team work efficiency. 
This  problem clearly  appears  in  the  final  assembly  line  procedure  where  most  of  the  work  is 
finished by manual labour.  “Workers scamper over the car’s frame—and each other—to attach  
seats, instrument panels and wiring harnesses.”  (Joann and Fara 2007)
Motivation: Chery’s  corporate  culture  might  have a  detrimental  effect  on the  motivation  of  its 
employees, particularly the white collar employees. It would seem that Chery’s corporate culture 
focuses on the merits of hard work, and self-critique. Employees are encouraged not to rest on their 
laurels,  and  not  to  consider  themselves  as  special  or  privileged  due  to  position  or  prior 
achievements. This corporate culture serves Chery’s identity as a flexible firm which is constantly 
changing and expanding, however it may de-motivate more senior employees or highly educated 
staff  whom  feel  that  experience  or  education  should  have  its  rewards.  The  following  quote 
illustrates this corporate culture: According to The Wall Street Journal, “The corporate culture they  
spawned  is  an  odd  hybrid  of  Communist  state  enterprise  and  entrepreneurial  start-up.  Party  
propaganda posters hang on factory walls.  "Know plain living and hard struggle,"  one poster  
exhorts workers, "do not wallow in luxuries and pleasures." In another part of the plant, bulletin  
boards display quality-survey data from J.D. Power & Associates comparing Chery's cars with  
those of its rivals.” (Fairclough 2007)
10.1.1.4. Organizational capabilities
According  to  Grant,  the  following  capabilities  may  result  from corporate  functions:  Financial 
control,  strategic  management  of  multiple  businesses,  strategic  innovation,  multidivisional 
coordination, acquisition management and international management. As follows, there will now be 
an analysis of Chery’s likelihood of possessing these capabilities based on the previously outlined 
resources. 
Financial control: The resources outlined above do not provide sufficient information to make any 
conclusions concerning Chery’s ability of financial control. However with the 10 years experience 
running a tremendously successful business, which has expanded rapidly into both the Chinese 
domestic market, as well as the global market, it can be estimated that Chery does have adequate 
financial control capabilities.
Strategic management of multiple businesses: Chery is mainly focusing on the area of automobile 
production. Besides Vehicles production, Chery also designs and produces some of its own parts 
such  as  engines,  gearboxes.  Thus Chery has  not  branched  out  into  other  sectors  or  industries. 
therefore  no  data  is  available  on  Chery’s  capabilities  in  strategic  management  of  multiple 
businesses.  Furthermore Chery is only a little over a decade old, and due to the fact that the firm 
has yet  to become dominant within its own industry,  its distant location, and that it  has limited 
capital and resources, it might be a good idea if Chery only concentrates on one business. Therefore 
Chery’s strategic management of multiple businesses capabilities cannot be estimated.      
Strategic innovation:    The likely absence of highly educated or talented managers, as well as a 
comparatively  worse  market  understanding  limits  of  Chery’s  ability  to  undertake  strategic 
innovation.  On  the  other  hand  the  fact  that  Chery  is  a  relatively  new  company  increases  its 
flexibility,  and thus its  ability  to undertake strategic  innovation.  Unlike many other  automobile 
firms Chery hasn’t already spent decades and billions of dollars in perfecting a specific design or 
form such as a fossil fuel powered car, and therefore has much less to loose by moving in to new 
areas  and pursuing innovate  ideas.  This  is  shown by Chery’s  successful  efforts  the  hybrid  car 
market. Thus Chery’s strategic innovation capabilities are good, but the chance of failure is also 
relatively higher.  
Multidivisional coordination: Chery’s current operations indicate that the firm might have problems 
with coordinating information in a multidivisional market based organizational structure. According 
to  Chery’s  CEO Mr.  Yin Chery only employs  1-2 Chinese nationals  in  each  country the firm 
operates within, and therefore has to rely on local labor in offices and assembly plants. The stated 
reason for this policy is that the Chinese nationals seem to have a hard time operating in foreign 
markets.  Hiring  local  nation’s  increases  the  efficiency  of  local  operations,  however  since  the 
majority of foreign operations will be conducted in English or the local language, and the majority 
of Chery’s operations within China are conducted in Mandarin, Chery might face problems and 
misunderstandings in coordination due to language barriers. This problem is intensified by the fact 
that the majority of Chery’s Chinese managers have little or no international experience. Therefore 
Chery’s multidivisional coordination capabilities are poor.    
Acquisition  management: Chery has  yet  to  acquire  another  firm,  therefore  no data  is  available 
concerning  Chery’s  acquisition  management  capabilities.  However  it  is  possible  to  make  an 
estimate  based  on  Chery’s  resources  and  capabilities.  Chery’s  financial  resources  and  close 
connection with the Chinese government might enable the firm to acquire a small or medium sized 
firm.  Given extraordinary circumstances  Chery might  even be able  to acquire  a  large firm,  for 
instance a bankrupt automaker. However since Chery’s multidivisional coordination capabilities are 
poor it would be difficult for Chery to manage a foreign acquired firm. Thus Chery’s acquisition 
management capabilities concerning domestic Chinese firms are potentially good, whereas they are 
poor concerning managing an acquired foreign firm.
 International  management: As previously  stated  Chery  primarily  hires  local  managers  at  their 
foreign operations, but although there seems to be coordination problems, the local managers would 
appear to be doing a good job. Thus even though Chery could be said to possess poor international 
management capabilities, the firm is successful with its international management approach. 
10.1.2. Management information 
Management information is defined as the ability of Chery’s management to gather, analyze, and 
act on relevant information. The Chery Production System (CPS) is the relevant resource in this 
function. However the CPS integrates all three resource categories, and is therefore best described 
as a whole. 
  
The Chery Production System (CPS) is modeled after an idol within the automobile industry, and 
organization  studies  in  general,  the  Toyota  Production  System.  Thus  Chery  has  attempted  to 
structure their production system around the principles of lean management, however Chery has 
been unable to implement it efficiently, and therefore lacks Toyotas clockwork efficiency and just 
in  time  management.  It  therefore  takes  Chery  approximately  120  seconds  to  assemble  a  car, 
whereas some of the best North American plants can do it in half the time. (Joann and Fara 2007)
A simple classification of the three resources would be as follows: 
Tangible  resources  include  active  monitoring  of  resources  and production  facilities  to  increase 
efficiency. 
Intangible  resources include an attempt at creating a corporate culture focused on optimization. 
However it does not seem as if these efforts have been successful. 
Human resources includes training efforts aimed at creating an efficient flow of operations, as well 
as analysts to process data gained through management information, both of these resources seem to 
be relatively poor or inefficient.  
10.1.2.1. Organizational capabilities
According  to  Grant,  the  following  capability  may  result  from  management  information: 
Comprehensive,  integrated  MIS networks  linked  to  managerial  decision  making.  We will  now 
analyze Chery’s likelihood of possessing this capability based on the previously outlined resources. 
Chery  does  possess  an  integrated  MIS network  in  the  CPS.  However  it  would  seem that  this 
capability is largely underdeveloped when Chery’s results in terms of efficiency are compared to 
those of North American automakers. 
10.1.3.  Research development
The  research  and  development  functions  are  connected  with  the  firm’s  ability  to  research  and 
introduce  new  innovations,  products,  processes  or  similar.  Therefore  the  relevant  tangible, 
intangible, and human resources are those which facilitate or improve these functions. 
10.1.3.1. Tangible: 
Chery has a number of tangible resources in the research and development function. According to 
the  New  York  Times,  Chery “has  established  a  research  and  development  center  and  hired  
engineers from big American carmakers in that effort.”(Buckley 2005). These engineers were in 
2007 working on developing 40 to 50 new vehicle models. Furthermore, work was being done on 
increasing production capacity and efficiency by building new assembly lines. (Fairclough 2007)
A large part of Chery’s research focuses on developing more environmentally friendly cars, and 
hybrid vehicles. However, Chery is most recognized for its engine research and production. One of 
the reasons why Chery has been so successful in developing engines is their decision to enter into a 
research corporation. As Chery’s CEO Mr. Yin states in an interview “That cooperation enabled  
our  engineering  and  engine  teams,  as  well  as  our  suppliers,  to  improve  their  capabilities.  
Eventually, we became a leader in engine technology in China.” (Gao 2008)
Mr. Yin goes on to state the following concerning Chery’s future plans and ambitions in research 
and development. 
“Chery  will  continue  to  increase  its  R&D  spending  to  reduce  carbon  dioxide  
emissions by creating new types of engines, gearboxes, and electric controls, as well  
as hybrid cars and cars running on alternative fuels. Our R&D is based on Europe’s  
latest emission standards and we have developed new plans do using alternative fuel.  
Chery’s  cars  meet  China’s  current  emission  requirements,  and  we  are  trying  to  
upgrade to the highest European standards and to California’s emission standards in  
preparation for entering European and North American markets”  (Gao 2008) 
Concerning the business deal between Chery and Chrysler, Erkut Uludag, a partner in the Detroit 
office  of Roland Berger  Strategy Consultants  argued that  Chrysler  might  have given away too 
freely their expertise and know-how in maintaining a brand and developing a dealer network, he 
considered these valuable skills that it would otherwise have taken Chery years to learn. (Joann and 
Fara 2007)
10.1.3.2. Intangible: 
The intangible R&D resources include intellectual property (patents, copyrights, and trade secrets) 
as well as rights gained from cooperation with other firms. 
In general Chery seems to be in a rather unique position compared to other Chinese automakers, as 
the large majority of products manufactured by Chery are also researched, developed, and designed 
by Chery. (Gao 2008) In other words Chery owns the majority of the IP involved in the product. 
And not only do Chery produce cars for foreign automakers such as Chrysler, it also designs and 
develops them. (Gao 2008) However, according to Ward’s auto world, in 2008 Chrysler went to 
Chery  to  check  the  quality  of  the  products,  the  results  were  not  satisfying,  therefore  Chrysler 
decided to send double as much engineers to Chery within 18 months. (Mayne 2008) giving Chery 
yet another R&D resource benefit from the cooperation with Chrysler. 
Chery has also cooperated with one of the world leading auto technology providers, Ricardo pls. to 
develop its first hybrid products. In order to transfer knowledge from the cooperation with Ricardo, 
Chery set up a special office with group of dedicated engineers at Ricardo Cambridge Technical 
Centre. (Smith 2008) 
The  result  Chery’s  new  Hybrid  A5ISG,  which  is  based  on  its  existing  A5  sedan  model,  has 
achieved satisfying sales in the domestic market. (Smith 2008) According to Beijing Review, Chery 
A5ISG is
so far the cheapest Hybrid car in China (cost $14,631 compared to Toyota Prius42 cost $43,892), and 
it has received a lot of positive feedback from domestic consumers43. 
42 Toyota’s hybrid car model Prius is the first Hybrid vehicle on sale in China and it was officially 
enter Chinese market in 2006.  The price tags around 300,000 RMB ($43,892) which is one of the 
major barriers to maximize the sale of Toyota Prius. (XinZhen, Beijing Review September 18, 
2008)  
 
43 According to the interview of a taxi driver in Beijing which conducted by Beijing Review, he mentioned that “he 
could save around 1,500 yuan ($219) per month, which would add up to about 20,000 yuan ($2,926) a year, on gas.” 
10.1.3.3. Human resources: 
As stated earlier Chery employs a large number of engineers. The majority of these work at Chery’s 
research and development center, however some have been stationed with Chery’s research partner 
Ricardo Cambridge Center. Moreover Chery currently has a large number of engineers stationed 
from Chrysler to improve the quality and safety of the cars the firm produces for Chrysler.  
Chery employs  a “head-hunting” strategy in hiring research personnel, and aggressively pursues 
Chinese nationals employed in either foreign or domestic automakers. Chery’s purpose is attracting 
foreign  expertise,  and  as  the  following  quote  illustrates  Chery  offers  influence  and  exciting 
opportunities. (Gao 2008)
“In  2003,  Chery  recruited  Mr.  Xu,  the  engineer  who is  now an academic.  At  the  time a  
specialist on combustion and fuel injection at Delphi in the U.S., Mr. Xu says he got the hard  
sell from executives seeking to bring him back to Anhui, where he was born.Mr. Xu says that  
a lot of his friends questioned his decision to abandon a secure job in Detroit for a post at a  
then-unknown Chinese company. But he says he felt like he was hitting a wall in the U.S. "In  
Detroit, you could spend years on something and never see it commercialized," he says. "The  
pace was so slow."” (Fairclough 2007)
However  some  claim  that  these  headhunted  professionals  seem  to  lack  work  experience  and 
particularly management experience,  and therefore might encounter problems if given too much 
responsibility. 
10.1.3.4. Organizational capabilities
According to Grant, the following capabilities may result from research development: Research, 
innovative new product development  and fast-cycle  new product development.  Now follows an 
analysis  Chery’s  likelihood  of  possessing  these  capabilities  based  on  the  previously  outlined 
resources. 
Research: With  a  research  center,  promising  young  engineers,  opportunities  to  learn  from 
established  firms,  and a  catalogue  of  own IP in  engine research.  Chery has  proven that  it  has 
research capabilities. However, the firm’s inability to research and develop a product for Chrysler 
which lives up to the Chrysler’s safety and quality standards, brings into questioning whether or not 
Chery’s research capabilities are good enough to create cars for the US market on their own. Thus it 
(XinZhen, Beijing Review September 18, 2008) 
can be deduced that Chery’s research capabilities currently are inadequate for the US market, but 
promising in general. 
Innovative new product development: Chery’s resource combination puts the firm in a rather unique 
position.  Not  only  is  Chery a  cost-leader  in  the  regular  car  market,  Chery also  invests  in  and 
researches alternative fuel cars such as hybrid cars, and is again a cost-leader in the alternative fuel 
market. Some of the factors which have enabled Chery to attain this position are Chery’s flexibility, 
low cost production, market share, independence and independent research, as well as low quality 
standards. However these same factors which enable Chery to be become a cost leader, at the same 
time prevent the firm from exploring the new horizons and risky ideas which might result in truly 
innovative ideas. In many ways Chery is the perfect cheap imitator. Thus Chery’s innovative new 
product development capabilities are very strong concerning price or cost innovations, and very 
weak concerning quality or value innovations.
Fast-cycle new product development: Chery’s relatively short history but large product catalogue, 
quick product introduction, fast innovation, and flexibility, all serves to hasten the firm’s product 
development  cycle.  The  rapid  growth of  the  Chinese  automobile  market  has  created  a  fiercely 
competitive  market,  where  a  large  number  of  players  all  have  the  potential  of  becoming  the 
dominant firm. This situation greatly reduced the expected lifetime of any new product introduced, 
and thus forced firms to reduce their product development cycles to reduce cost. Chery has been 
successful in this respect, in comparison the large US automakers can spend years developing new 
products  and ideas,  that  might  never  see the  light  of  day due to  opposition  somewhere  in  the 
bureaucratic process. The drawback of Chery’s fast product cycle is that some products introduced 
are potentially flawed, less safe, or just not in tune with consumer taste. Thus it can be argued that 
Chery has very good fast-cycle new product development capabilities, and will therefore fare well 
in a very competitive and dynamic market, but might have problems in a very stable market. 
10.1.4. Operations
Operations include the day to day operations of Chery as a firm, but also includes Chery’s long 
term strategy, foreign market operations, and support activities. This function is again divided into 
tangible, intangible, and human resources, as well as the organizational capabilities which result 
from these resource combinations.
10.1.4.1. Tangible: 
Domestic operations:
As previously mentioned Wuhu city is a small port city located in the heavily agricultural Province 
of Anhui, which is far from automakers hubs such as Beijing, Changchun, Shenyang, and Shanghai.
In the 1990s Wuhu’s local government started an economy & technology development zone project 
where the local government offered relatively lower corporate taxes and inexpensive land prices in 
order  to  attract  corporate  investments.  Wuhu never  had any prior  experiences  with automobile 
production before Chery established its first factory in the city. 
However, despite these limited resources Chery managed to develop a production plant that lives up 
to high standards. Michael Dunne, the president of Auto Resources Asia, visited Chery’s Wuhu 
plant in 2005 and was surprised by Chery’s advanced buildings and equipment (Buckley 2005). 
When the president and vice chairman of Chrysler visited Chery’s Wuhu production plant in 2006, 
he was similarly surprised by Chery’s high speed development and stated that almost everything 
was very similar to the top Western factories, including the production processes, and equipment. 
(Fairclough 2007)
Numerous other sources report on the quality of Chery’s Wuhu production facilities, the following 
quote is an example of this. 
“Inside  the  gates  of  Chery's  sprawling  production  complex,  where  few  foreign  
reporters have been allowed before, assembly lines run 16 hours a day. Much of the  
equipment is state-of-the-art, imported from Europe. The engine plant has German  
precision-milling  machines  and Italian  robots.  The paint  shop is  from Germany.” 
(Fairclough 2007)
The  high-quality  of  Chery’s  production  facilities  highlights  Chery’s  global  strategy  which  is 
reportedly to become a global player by combining low wages with high investments in machinery, 
and governmental support in R&D activities. (Fairclough 2007)    
Despite establishing high-quality production facilities in Wuhu, and gaining the benefits of cheap 
land and labor, Chery still suffers from a number of problems in operations. 
One of the major problems is with the local supplier networks, namely auto parts and educated 
labor, labor will be discussed in human resources.   According to Chery’s CEO Mr. Yin the general 
quality of Chinese auto parts suppliers is improving, but the quality is still not good enough for 
Chery to produce cars which qualify for the US or European markets. Therefore he states that Chery 
mostly uses non-Chinese suppliers such as Bosch, ZF, Johnson Controls, Luk, Valeo, TRW and 
Siemens VDO. (Ciferri 2007)
However  one of  Chery’s  North American  suppliers  has  stated  that  “Chery has  to  realize  they  
cannot build world class cars with the mom-and-pop supply shops around Wuhu” (Webb 2007) 
indicating that Chery is, at least perceived as, relying on local Chinese auto parts suppliers. 
Other sources point out this problem, a Chrysler engineer reportedly said to Chery “you can make 
great cars, but you need to pay more attention to details.” (Webb 2007)
Foreign operations:
Chery  currently  has  seven  foreign  assembly  plants  located  in  Egypt,  Indonesia,  Iran,  Russia, 
Ukraine, and Uruguay (Gao 2008). Chery plans to create more assembly plants abroad, they expect 
to have 14 functioning foreign assembly plants by 2010 (Bursa 2007). 
Some of the current assembly plants are run in cooperation with other firms. For instance the one in 
Iran is cooperation among the following three firms, Chery, a local Iranian local automaker Khodro, 
and  the  Canadian  investment  firm  Solitac.  It  is  expected  that  the  factory  in  Iran  will  have  a 
production capacity of 200,000 units annually.  Chery has also negotiated a deal with Fiat to form a 
joint venture with Fiat and produce 100.000 engines for the firm annually. 
“The engines are good enough that Italian car maker  Fiat SpA plans to use them in 
some of its cars as well,  buying them directly from Chery.  Fiat  is to buy at  least 
100,000  1.6-liter  and  1.8-liter  engines  a  year  for  use  overseas  starting  next  year, 
according to Chery.  In August,  the two companies  also signed a memorandum of 
understanding to form a joint  venture that  would produce Alfa Romeos and other 
cars.” (Fairclough 2007)
In general  Chery is significantly stepping up its  foreign operations and investments  in order to 
fulfill its global strategy. According to Chery’s CEO Mr. Yin Chery’s  “global strategy has four  
aspects: technical cooperation with overseas enterprises, car exports, overseas assembly plants,  
and equity joint ventures.” (Gao May 2008)
When Chery established overseas assembly plants Indonesia Chery used the following strategy:
Chery first  export  finished  products  to  the markets  for  direct  sale;  this  was done to  gauge the 
demand in the market. In the meantime Chery built up the assembly plant, and when this was done 
Chery stated shipping auto-parts for final assembly. (Bradsher 2004)
Production capacity:
The combination of domestic and foreign operations has granted Chery a current total production 
capacity  of  0.65  million  passenger  cars,  0.4  million  engines,  and  0.3million  transmissions 
annually44. 
10.1.4.2. Intangible:
As previously outlined Chery has adopted the Lean production system that Toyota pioneered. As 
Michael Dunne said  “Chery has developed Japanese-inspired production management to ensure 
quality  and has  used top international  consultants  to design its  newest  cars.” (Buckley 2005). 
However as previously outlined, with an average assembly time of 120 seconds Chery’s operations 
aren’t as efficient as the best North American manufacturers. 
The new Hybrid auto technologies which Chery has learned from Ricardo have helped Chery to 
improve  production  efficiency  and  production  management  strategy.  “These  technologies  have  
been configured to be capable of providing significant fuel savings through the use of advanced  
powertrain control and energy management strategies.” (Smith 2008).          
10.1.4.3. Human resources: 
There are around 23,000 to 25,000 employees working in Chery’s headquarters and plant in Wuhu 
China, a large number of these regularly work double shifts (Fairclough 2007). The majority of the 
typical blue-collar employees are probably from the local area and probably do not have high, if 
any, educational backgrounds. According to the Wall Street Journal, “assembly-line workers earn 
an average of slightly more than $1 an hour…… Junior engineers earn about $6,000 a year, and  
many sleep in bunk beds four to a room in company dormitories.” (Fairclough 2007) These figures 
are contested, a representative of the US auto workers union (which is perhaps one of the most 
negatively biased organizations towards Chinese automakers) puts the numbers much lower.  
“...manufacturing workers in China make about 57 cents a day, said Thea Lee, policy  
director of the AFL-CIO, which is affiliated with the United Auto Workers union. She 
said  Chinese  workers  can't  form  unions  because  they  don't  have  freedom  of  
association.” (Freeman 2007) 
44 http://www.cheryglobal.com/about_chery.jsp 
It seems like Chery has adopted some aspects of Fordisim45 as Chery concentrates the employees 
near the headquarters and plant by building large dormitories and cantinas, and thereby make them 
feel that the plant is an important part in their life. Because of general low educational background, 
low wages and an underdeveloped  labour union system46, Chery’s flexibility in hiring and firing 
employees is quite high. Hence it is possible to assume that Chery’s employee turnover is high. As 
a result, when there is a crisis or boom period, it might not be hard for Chery to respond to the 
situation by adjusting the amount of employees and thus reduce costs or increase productivity.  
This human resource strategy fits well with Chery’s general strategy of becoming a global player is 
to combine low wages and high investments on machinery coupled with other government supports 
in R&D activates. (Fairclough 2007) However, the heavy investments in machinery do not seem to 
have been followed up by efforts to improve the working environment of the employees, or reduce 
work hazards. According to Forbes report, Chery’s plant in Wuhu is not up-to-date and the working 
environment and conditions are not good,  “…workers wearing respirators but no eye protection,  
still use small paintbrushes, rather than automated tools, to slather sealant on critical weld spots.”  
(Joann and Fara 2007) 
10.1.4.4. Organizational capabilities
According to Grant, the following capabilities may result from operations: efficiency in volume 
manufacturing, continuous improvements in operations and flexibility and speed of response. We 
will  now  analyze  Chery’s  likelihood  of  possessing  these  capabilities  based  on  the  previously 
outlined resources. 
Efficiency in volume manufacturing:  Chery’s low labor costs, efficient machinery,  assembly line 
manufacturing,  lean  management,  and  the  general  characteristics  of  the  automobile  industry 
contribute to Chery achieving economies of scale. Nevertheless, Chery’s production system isn’t as 
effective as that of other car firms. Therefore Chery has poor efficiency in volume manufacturing 
capabilities, but this inefficiency is more than offset by Chery’s low production costs.    
45 Fordisim is named after Henry Ford who invented assembly lines as well as village industries. The objectives of 
Fordism is first of all build a huge production plant, and secondly to make the plant the center of the employees’ life, 
hence build up a village around the plant and create social life for the employees.      
46 There is almost no independent labour union in China that most of labour unions are part of and financed by the 
corporations, hence there are no sufficient organizations to protect employees’ rights. As a result the employee 
turnover among blue-collar workers is relatively quite high in comparison with European countries or US.    
Continuous  improvements  in  operations: Chery  has  undergone  tremendous  change  in  the  10 
dynamic years the firm has been operation, Chery has thus proven that it is by no means static. The 
implementation of lean shows intent, but the goal of catching up to foreign firms has yet to be 
realized. This may indicate that Chery excels at dealing with the big challenges, instigating change, 
and implementing ideas. But lacks the time and attention that fine-tuning operations requires, which 
is seems to be an essential factor for truly efficient assembly line production. Thus Chery has good 
continuous improvement in operations capabilities, provided that the environment is dynamic. 
Flexibility  and speed  of  response:  The abundance  of  low cost  labor  combined  with  high  tech 
machinery makes Chery a very flexible firm, the lack of strong labor unions and generally weak 
labor law makes it very easy for Chery to hire and fire employees. The problem is that the majority 
of these employees have little experience, education, or training in manufacturing cars. Therefore 
management and engineers have to focus more attention on designing, supervising, and facilitating 
work processes. Thus Chery’s flexibility and speed of response capabilities are very good.    
10.1.5. Product design 
Product design is defined as the firm’s ability to design products which meet consumer tastes and 
demands, as well as anticipate demand, and develop intellectual property.
10.1.5.1. Tangible: 
It  would  seem that  Chery currently  engages  other  firms  to  handle  most  of  the  product  design 
process; these firms are typically put under pressure to come up with designs quickly so that the car 
can go into production.  “Mr. Yin sets an urgent tone both inside and outside the company. Parts  
suppliers say they are frequently called to meetings at Chery headquarters late in the evenings and 
on  weekends,  as  Chery’s  engineers  and  executives  try  to  push  projects  forward  in  a  hurry.” 
(Fairclough 2007)
Not  only  may product  design  quality  be  compromised  by  such  a  hurried  process  as  sufficient 
consumer data may not have been gathered, it can also be rather costly. As Michael Dunne (the 
president  of  Auto Resources  Asia)  argued,  Chery has  improved  its  production  management  by 
cooperating with top international consultant to design new car models. But at the same time he was 
also worried that these expensive investments would make it a problem for Chery to keep low cost 
production (Buckley 2005).   
10.1.5.2. Intangible: 
Chery has a history of taking perhaps a little too much inspiration from other automaker’s product 
designs.  In 2003 General  Motors sued Chery claiming that  one of Chery’s  best  selling models 
known as the QQ was a copy of a GM model known as the Chevrolet Spark. (Buckley 2005) The 
lawsuit was settled out of court and the terms of the settlement have not been disclosed, indicating 
that GM had insufficient evidence to take the case to court. The case was quite publicized and may 
have  been  a  contributing  factor  to  Chery’s  decision to  engage  product  design firms  instead  of 
designing the cars themselves.      
Engines are Chery’s major IP, and the firm has done a lot to ensure that it is capable of researching, 
designing, and building its own engines, among other things Chery hired an Austrian firm in 2003. 
“In 2003, Mr. Xu and Chery turned to  AVL List  GmbH, an Austrian engineering  
consulting  firm  that  specializes  in  internal-combustion  engines,  for  help.  AVL  
promised to  train  Chery  engineers  to  design  and build  the  sophisticated  engines.  
Teams from the two companies worked side-by-side in Austria and in China. "They 
knew they had to exchange knowledge for money. That really speeds up your capacity  
building," says Mr. Xu.” (Fairclough 2007)   
10.1.5.3. Human resources: 
By outsourcing most of the design processes to other firms Chery has been able to focus on other 
aspects of production and improve the skill and know-how of employees in these fields. Chery’s 
CEO Mr. Yin argued that he believes this is a good strategy as Chery started with a poorer or 
substandard position in many fields, but as they’ve focused on solving problems the employees 
have learned, and become more experienced at dealing with problems. (Gao 2008) 
10.1.5.4. Organizational capabilities
According to Grant, the following capability may result from product design: design capability. We 
will  now  analyze  Chery’s  likelihood  of  possessing  these  capabilities  based  on  the  previously 
outlined resources. 
Design capability: By repeatedly outsourcing the design process Chery has been unable to develop 
effective  design  capabilities,  and  in  the  beginning  when  Chery  actually  designed  the  product 
themselves it resulted in severe legal problems. Thus Chery’s design capabilities are almost non-
existent when it comes to overall design of cars, in designing engines Chery is better off. Since 
Chery hires firms to design the cars for them, Chery’s design capabilities are equal to those of the 
firm it hires.
10.1.6. Marketing
In marketing the intangible reputation resources seem to be the most relevant, the “made in China” 
label  reputation  has  been  discussed  elsewhere  the  conclusion  of  that  discussion  applies  here, 
furthermore the reputation of the Chery brand will also be discussed.
10.1.6.1. Intangible: 
As argued in the “made in China” label reputation analysis in Appendix B the knowledge that a 
product  is  made  in  China  has  an  impact  on  the  perception  of  the  product,  regardless  of  the 
characteristics of the specific product. The following quote illustrates that  the “Made in China” 
label applies to Chery’s own products as well as those sold under Chrysler’s Dodge brand. 
“Chery says it expects to benefit from Chrysler's technical expertise and established  
sales and service networks.  Even though their  cars will  be sold under the Dodge  
brand,  they  expect  consumers  will  know  they  are  made  in  China  by  
Chery.”(Fairclough 2007)
Chery’s  CEO Mr. Yin was however  quite optimistic  concerning the influence of the “Made in 
China” label, he believes that the concerns about quality would soon disappear if Chery committed 
themselves to overdesigning, over-testing, and over-servicing its products (Gao 2008)
Concerning Chery’s own brand it would seem that Chery suffers from a rather negative reputation 
in western countries,  this is mainly due to publicized miserable  safety tests,  the perception that 
Chery’s cars are cheap as well as low quality and that Chery is largely unknown in the western 
markets, which the following quote also indicates.
"People look down on our products. There are many doubts about our safety and  
quality,"  says  Mr.  Yin.  Selling  under  the  Dodge name initially  will  boost  buyers'  
confidence,  he says. "If we work together with Chrysler, we can go global faster." 
(Fairclough 2007)   
10.1.6.2. Organizational capabilities
According  to  Grant,  the  following capabilities  may result  from marketing:  brand management, 
promoting reputation for quality,  responsiveness to market trends. We will now analyze Chery’s 
likelihood of possessing these capabilities based on the previously outlined resources. 
Brand management:  all  the failed crash tests, quality concerns,  and generally the abundance of 
negative publicity, combined with the fact that Chery is largely unknown in western markets seems 
to  indicate  that  Chery  has  poor  brand  management  skills,  however  the  firm  seems  to  have 
maintained a good reputation in its domestic market.  
Promoting reputation for quality:  The association with Chrysler and the Dodge brand, as well as 
the FIAT deal will lend Chery a greater reputation for quality, however this has to balance out the 
generally negative reputation of made in China products, as well as Chery’s poor reputation. Thus it 
could be argued that Chery has poor promoting reputation for quality capabilities. 
Responsiveness to market trends: Chery’s good flexibility and fast product cycle would enable the 
firm to respond to market trends. But in order to respond to market trends the firm has to be looking 
for them, and it doesn’t seem as if Chery is actively doing that, at least not in non-domestic markets. 
Thus it can be argued that Chery’s capabilities of responding to market trends are good, given that 
they discover them.   
10.1.7. Sales and distribution
Sales and distribution is defined as the firm’s product sales as well as the resources which facilitate 
the sale of products.
10.1.7.1. Tangible: 
Tangible resources will be divided into sales in the domestic market, sales in the foreign markets, 
total sales, logistics, and US dealer network. 
Domestic sales:
In 2004 Chery achieved sales of approximately 80,000 vehicles in the domestic market. The Cherry 
QQ accounted for about half of these sales, none of Chery’s other models such as the A15 Qiyun 
and the Son of East sold anywhere near those numbers. (Buckley 2005) As mentioned earlier, GM 
sued Cherry because of the Cherry QQ models similarity to GM’s Chevrolet Spark model, therefore 
it would seem that Chery’s own designs are not as popular and do not sell as well in the domestic 
market as Chery’s look-like-foreign-design models.  
In general, Chery’s sales have increased every year. In 2007 Chery sold 381,000 passenger cars and 
created revenue of around 20 billion RMB ($2.86 billion) in the domestic market. (Gao 2008) 
Foreign sales:
Chery’s foreign sales began in 2001 when Chery sold 10 units of their first model (Fengyun) to a 
Syrian car dealer.  In 2002 it became 100, and in 2003 it became over 1000 units. (Gao 2008). 
Chery’s CEO Mr. Yin mentioned in an interview, Chery didn’t take the initiative to start exporting; 
the Syrian car dealer came to Chery first. (Gao 2008) This seems to be a general tendency with 
Chery, for instance in both the FIAT and the Chrysler deal the foreign firm contacted Chery.   
 In 2006 Chery sold 50,000 vehicles abroad (Blanchard 2007). 
As the following quote shows Chery expected to sell 110,000 cars in 2007, but exceeded these 
expectations by selling a total of almost 120,000 cars in nearly 70 foreign countries, accounting for 
30% of that year’s total sales. This was 1.3 times more than in 2006. (Gao 2008) 
“This  year  (2007  ed.)  expects  to  export  more  than  110,000  cars,  up  from about  
50,000 in 2006, mainly to emerging markets  such as Russia, the Middle East and  
Latin America, where its low prices are helping to win it business. The company is  
building a car-shipping port on the Yangtze near its plant to send vehicles to China's 
coast and overseas.” (Fairclough 2007)
As the following quote shows Chery exported over 80.000 cars accounting for over 40% of total 
sales in the first half of 2008.
“In the first half  of this year, Chery exported 81,211 cars accumulatively, representing an  
increase of 57.3% over the same period of 2007, accounting for 40.7% of Chery’s total sales  
in the first half of 2008, among which, CBU export reached 47,240 units. As a result, Chery  
ranks  first  among  all  passenger  vehicle  exporters  from  China  with  total  export  revenue  
exceeding $478,000,000, increasing by 53%.”47 
Chery has exported three models to nearly 70 different  foreign countries;  these models are the 
Tiggo, the Eastar and the A5. (Gao 2008) 
Besides their own sales Chery has negotiated a joint venture arrangement with Italian automaker 
Fiat  to  produce  Chery engines  for  Fiat  and Alfa  Romeo-brands  cars.  Chery expects  to  have a 
production capacity of 175,000 units annually. (Bursa 2007)
Total sales
In March 2007 Chery achieved monthly total sales of about 44,568 units48.
According to the Wall Street Journal, Chery’s sales increased more than tenfold between 2001 to 
2007.  In  2007 Chery expected  to  sell  more  than  400,000 units  and by 2010 Chery expects  to 
produce a million vehicles annually (Fairclough 2007)
Logistics: 
According to the New York Times Chery’s Wuhu location presents a lot of logistical problems and 
makes exporting products a quite challenging exercise. 
“The city is on a navigable section of the Yangtze River, about 150 miles west of  
Shanghai and well downstream from the Three Gorges Dam. Car-carrying vessels  
tend to have very shallow drafts……but many vessels that commonly carry auto parts  
have deeper drafts and cannot easily navigate the Pearl or the Yangtze.”49 (Bradsher  
2006)
US car dealer networks:
Chery’s deal with Chrysler gives Chery access to Chrysler’s  US dealer network which includes 
thousands of dealers all across the nation. According to The Washington Post, Michael Robinet (an 
industry analyst at CSM Worldwide) viewed the benefits for Chery as the following “Rather than 
go it  alone,  they have a partner with thousands of dealers that would allow them to see small  
vehicles very quickly”  (Freeman 2007)
47 http://www.cheryglobal.com/mtzx/text_detail.jsp?artId=12174694770001&columnId=11700520360001 
48 http://www.cheryglobal.com/about_chery.jsp?columnId=11736915090001 
49http://www.nytimes.com/2006/10/04/business/worldbusiness/04car.html?_r=1&scp=1&sq=daimler%20and  
%20chery%20of%20China%20&st=cse 
10.1.7.2. Intangible:
Chery reportedly recognizes that its current products do not live up to western market standards. 
however one of Chery’s long term strategies is to develop technology which would enable the firm 
to compete. The Chrysler deal is reportedly part of this strategy, as the following quote illustrates. 
“The central  goal:  to  acquire  and develop  technology that  would  belong  to  Chery  and help  it 
compete even in the U.S. and Europe, with their daunting regulatory hurdles and high customer 
expectations.” (Fairclough 2007)
10.1.7.3. Human resources: 
Chery’s  sales  in  foreign  markets  are  primarily  done  by  foreign  nationals,  because  Chery  has 
problems  using  Chinese  nationals  effectively  abroad.  This  potentially  creates  communication 
problems. (Gao 2008)     
10.1.7.4. Organizational capabilities
According to Grant, the following capabilities may result from sales and distribution: effective sales 
promotion and execution, efficiency and speed of order processing, speed of distribution and quality 
and effectiveness of customer service. We will now analyze Chery’s likelihood of possessing these 
capabilities based on the previously outlined resources. 
Effective  sales  promotion and execution: Chery’s  sales  have increased more  than tenfold  since 
2001. Both domestic sales and foreign sales are strong, and sales do not seem to be slowing down 
any time soon. Chery’s increase in domestic sales is in part a result of a general market increase, but 
the figures are nevertheless impressive. Thus it can be argued that Chery’s effective sales promotion 
and execution capabilities are very good, however Chery has never sold a car in the US market. 
Efficiency and speed of order processing: the potential logistical nightmare resulting from Chery’s 
Wuhu  plant  location,  potential  communication  problems  in  exporting,  and  general  operations 
efficiency  all  contribute  negatively  to  Chery’s  sales  efficiency  and  speed  of  order  processing. 
However, none of the reviewed sources present negative experiences with Chery’s speed of order 
processing. Thus it can be argued that Chery’s efficiency and speed of order processing capabilities 
are adequate. 
Speed  of  distribution: Chery’s  speed  of  distribution  depends  on  the  firm’s  access  to  dealer 
networks, in the domestic market as well as the 70 foreign markets Chery seems to have at least 
adequate  speed of distribution.  Chery has no dealer  network in the US, but has countered that 
problem by engaging in a deal with Chrysler. Thus if the deal with Chrysler holds Chery can be 
argued to have good speed of distribution capabilities, However should the deal fall apart Chery 
will initially have very bad speed of distribution capabilities. 
Quality and effectiveness of customer service:  There is not sufficient data to determine Chery’s 
quality and effectiveness of customer service capabilities, however the absence of either strongly 
negative or positive reports would seem to indicate that Chery’s customer service is adequate for 
achieving its purpose, but does not stand out either negatively or positively. Thus it can be assumed 
that  Chery’s  quality  and  effectiveness  of  customer  service  capabilities  are  adequatChapter  4 
theoretical framework on Strategy development 
10.2. Step 2: Appraising the relative strength, importance, and scarcity of resources and  
capabilities 
Now that Chery’s resources and capabilities have been identified it is time to appraise their relative 
strength and importance in the US automobile  market.  This involves comparing what has been 
learned  about  Chery in  step 1,  with what  has  been gathered  concerning  the  US market  in  the 
PESTEL analysis. Step 2 of the analysis will be divided into an analysis of three large categories, 
these three are:  General  resources,  Functional  organizational  capabilities,  and additional  factors 
based on the PESTEL analysis.
The  General  resources  category  is  Grant’s  basic  division  of  resources  into  the  three  areas  of 
tangible, intangible, and human resources. each of these areas are in turn divided into a number of 
factors, for instance tangible resources is divided into physical resources and financial resources, 
physical  resources  are  further  divided  into  size,  location  and so forth.  The  analysis  of  general 
resources is undertaken to provide an impression of Chery’s overall strength in a specific resource, 
this  is  to  make  up  for,  as  well  as  sum  up  on,  the  very  fragmented  nature  of  the  functional 
identification of resources in step 1.
The  functional  organizational  capabilities  category  is  an  appraisal  of  the  relative  strength  and 
importance of Chery’s organizational capabilities as outlined in step 1.
The additional factors based on the PESTEL analysis category is used to analyse factors which are 
not covered by the previous two categories, and which have found to be relevant for success in the 
US market in the PESTEL analysis.
All the resources, capabilities, and factors will have their relative strength, importance, as well as 
scarcity appraised.  The ranking of relative  strength and importance  will  mimic  Grant’s  ranking 
system of a score between 1 and 10 with 1 meaning the lowest relative strength and importance, and 
10 meaning the highest relative strength and importance.
The ranking of scarcity will be done on a four step scale of widespread, common, uncommon, and 
scarce, widespread indicating the lowest degree of scarcity, and scarce indicating the highest degree 
of scarcity.
A more detailed explanation of the ranking system can be found in the appendix F.
Following the appraisal will be a part conclusion containing reflection on the findings of step 1 and 
2 as well as the implications for step 3. To provide an overview the findings of the appraisal of 
resources and capabilities has been converted into a number of tables and figures.
Due to page limitations the detailed explanations for each resource, capability, or factors ranking as 
well as more tables have been placed in Appendix F, we strongly recommend the reader to review 
this chapter.
Importance Chery’s 
Relative 
Strength 
General Resources 
1. Tangible Resources 
1.1. Physical resources
R1. Size 9 7
R2. Location 9 4
R3. Technical sophistication 8 6
R4. Flexibility of Equipments and plants 4 8
R5. Location and alternative uses for land and buildings 2 3
R6. Reserves of raw materials 7 5
1.2. Financial resources
R7. Cash 10 7
R8. Borrowing capacity 10 8
2. Intangible Resources 
2.1. Technology Resources
R9. Intellectual property 9 4
R 10.Resources for innovation 10 4
2.2. Reputation 
R 11.Reputation with consumers 9 2
R12. Reputation with suppliers, government and 
community 
7 9
3. Human Resources
R13. Skills/know-how 10 3
R 14.Adaptability 7 9
R15. Commitment and loyalty 7 4
R16.Capacity for communication and collaboration 8 3
Table 2: Appraisal of Chery’s general resources (source: authors)
Importance Chery’s 
Relative 
Strength 
Organizational capabilities
1. Corporate Functions 
C1. Financial control 10 7
C2. Strategic innovation 10 6
C3. Multidivisional coordination 7 2
C4. Acquisition management 3 5
C5. International management 9 5
2. Management information
C6. Comprehensive, integrated MIS50 network linked to 8 3
50 MIS stands for Management Information System 
managerial decision making 
3. Research development 
C7. Research 9 4
C8. Innovative new product development 10 9/2
C9. Fast-cycle new product development 9 6
4. Operations 
C10. Efficiency in volume manufacturing 9 2
C11. Continuous improvements in operations 9 7
C12. Flexibility and speed of response 9 9
5. Product design  
C13. Design capability 10 1
6. Marketing 
C14. Brand management 9 4
C15. Promoting reputation for quality 9 4
C16. Responsiveness to market trends 10 6
7. Sales and distribution 
C17. Effective sales promotion and execution 10 8
C18. Efficiency and speed of order processing 10 8
C19. Speed of distribution 10 9/1
C20. Quality and effectiveness of customer service 9 5
Table 3: Appraisal of Chery’s organizational capabilities. (Source: authors)
Importance Chery’s 
Relative 
Strength
Additional factors based on PESTEL analysis on the US 
market
F1. High interest of the government to the auto industry 6 9
F2. Fluctuation of gasoline price 10 7
F3. Car loans conditions 9 10
F4. Financial crisis 10 10
F5. Market size 9 6
F6. Price of the cars 10 10
F7. Types of consumers 7 3
F8. Fuel-efficiency cars 6 6
F9. Different rules of taxation 8 5
F10. Safety regulations 6 4
Table 4: Appraisal of additional factors based on PESTEL analysis of the US market (source: 
authors)
10.2.1. Part conclusion
The analysis shows that Chery’s distribution of Key strengths and Key weaknesses is more or less 
equal.  Chery  has  22  Key  weaknesses  and  22  Key  strengths.  In  addition  to  this  Chery  has  1 
superfluous  strength,  and  2  irrelevant  resources  and  capabilities.  The  majority  of  Chery’s  key 
weaknesses are common. Chery has 2 widespread Key weaknesses, 15 common key weaknesses, 4 
uncommon key weaknesses, and 1 scarce key weakness. This indicates that Chery lacks many of 
the resources and capabilities which are commonly found within the industry, and thus lacks many 
of the basic resources required to compete in the US market. 
Chery’s key strengths are on the other hand generally uncommon or scarce. Chery possesses one 
widespread key strength, 7 common Key strengths, 8 uncommon key strengths, and 7 scarce key 
strengths. This would seem to indicate that Chery’s role and environment as a Chinese firm has 
allowed the firm to develop a number of resources and capabilities which are different from what is 
generally seen in the US market.
In general Chery’s key strengths tend to be associated with price, production, financial resources, 
effective  sales,  flexibility,  and  the  influence  of  the  financial  crisis.  Whereas  Chery’s  key 
weaknesses in general  tend to be associated with distribution,  marketing,  production efficiency, 
management, research, and reputation.
Chery’s scarce Key strengths, or in other words the resources which have a high degree of strength, 
importance,  and  scarcity,  can  be  argued  to  be  the  resources  most  likely  to  grant  competitive 
advantage. These resources are Cash (R7), Borrowing capacity (R8), Adaptability (R14), Financial 
control (C1), Innovative product development in cost (C8a), Fast cycle new product development 
(C9), and the Financial crisis (F4). This would seem to indicate that a successful strategy for Chery 
in entering the US market would require dealing with Chery’s many common Key weaknesses, and 
somehow exploit Chery’s financial and dynamic Key strengths. 
The purpose of Step 3 is therefore to develop an entry mode strategy which most effectively deals 
with Chery’s key weaknesses while exploiting Chery’s key strengths. 
11.Step 3 developing entering strategy
Step 3 contains an introduction with a short discuss of the strategy theory choice as well as the 
strategy analysis that has its aim to find the most appropriate strategy for Chery to enter the US 
market. 
11.1. Introduction
After the appraising of Chery´s Key Strengths and Key Weaknesses in relation to the US market we 
able to find an appropriate entering strategy for Chery. According to the second part of our problem 
formulation ‘which strategy is the firm most likely to implement’ there are two basic approaches we 
can choose: entry mode theory and the game theory. 
The entry mode theory is a more static strategy choice theory which states that the choice of the 
strategy to enter a foreign market depends on the company´s  competitive advantage, the chosen 
market, the international drivers and the entry mode (Johnson 2008: 294). 
Contrary to the entry mode theory the game theory deals with basic assumption that the decisions of 
one company “… are dependent on the actual and anticipated decisions of the other players” (Grant 
2005:  106).  The  game  theory  is  a  very  dynamical  approach  and  enables  the  description  of  a 
competitive situation on the market and the prediction of conditions of a competitive situation as 
well as the results of the strategic acting of a company. As the result of these considerations the 
game  theory  analysis  is  able  to  give  ‘recommendations’  for  the  future  strategic  acting  of  the 
company. Regarding to entering strategies the game theory is able to suggest three possible acting 
strategies: enter and compete, enter and cooperate and not enter.51 Thus, concerning Chery the game 
theory can help Chery to find  the decision, depended on the strategic of the US players, if it should 
enter the market or not and if, in case of entering, Chery should compete or cooperate. 
Concerning our problem formulation and our intention to find a specific and appropriate strategy 
for Chery to enter the US market the game theory might provide valuable consideration but it is not 
able to find a specific entering strategy. Therefore, the entry mode theory seems to us the more 
suitable strategy choice theory. 
4.1. Entry mode analysis
51 More detailed describtion of the game theory see: Grant 2005: 106-112. 
As  mentioned  above  the  strategy  for  entering  a  foreign  market  is  determined  by  external 
environmental conditions, the competitive advantage of the company, the chosen market and the 
possible impact entry mode. 
In step 1 and 2 of our analysis we already examine the competitive advantage by appraising the Key 
Strength and the Key weakness via RBV analysis. We determined the external environment of our 
chosen ‘US market’ via PESTEL analysis. Therefore the last step 3 has to examine the entry mode 
of Chery. 
According to Johnson there are for basic entry mode to enter in a foreign market: exporting, joint 
venture/ strategic alliance, licensing and foreign direct investment (Johnson 2005: 296). 
Our procedure of the entry strategy analysis is to define the several entry modes and consider which 
resources  and capabilities  Chery need  to  choose a  single  entry mode.  Furthermore  we analyze 
which might be possible impacts of the single entry mode on Chery´s competitive advantage in 
order to examine a appropriate strategy for Chery. 
11.1.1. Exporting
Exporting entry mode
Most of the multinational companies started their internalization by using the exporting strategy. 
Exporting means the establishment of a product in another market. The main advantage for this type 
of entering on a foreign market is the full control the company could have on the activities, as well 
as a low risk level, by achieving an economy of scale. The disadvantages of exporting as an entry 
mode would be the tax barriers, high transport costs, especially for high weight product, like cars, 
but also a risk of non adaptation to the local consumer’s taste (John et al. 1996: 263)  
There are four different types of exporting: 
• Indirect  export: ‘’the firm itself  does  not  engage in  international  trade,  but  uses  export 
houses or other types of intermediaries to serve foreign markets.’’ (John et al. 1996: 263)  
• Direct export: ‘’the firm itself undertakes the work of exporting’’ (John 1996: 263) 
• Use of agents and distributors
• Direct export through the firm’s own branch or subsidiary
In  order  to  apply  the  exporting  entry  mode,  a  firm  would  need  the  following  resources  and 
capabilities: cash (R7: key strength – Chery has important sales on the domestic market, but they 
reinvest most of it), reputation with consumers (R11: key weakness- the crash tests failure provided 
a bad reputation to Chery), research development (C7: key weakness – although Chery has a lot of 
potential, they don’t live up to international standards), responsiveness to market trends (C16: key 
strength:  the dynamic  market  of China provide to chery a high degree of flexibility),  speed of 
distribution (C19: key strength- good supplier network if Chery maintains the deal with Chrysler; 
key weakness-without the Chrysler deal), market size (F5: key strength – a large market is a key to 
high sales), price of the cars (F6: key strength – due to the cheap labour, the price of Chery cars is 
cheaper than the US ones). 
Although, from the PESTEL analysis, most of this resources and capabilities proved to be strengths 
for Chery, if they were to enter on the US market through the exportation entry mode, they risk a 
total failure, because of the lack of market research, which is one of the most important factors of 
this entry mode. 
Even though they have important domestic sales, and so, high amount of cash, a high risk for Chery 
in case of export  would be the high transport costs. International distribution network is also a 
factor where Chery doesn’t have a strong influence. And this could create a high dependence on 
export intermediaries.  
The long-term negative impact of Chery in case of export would be the fact that Chery could never 
obtain the knowledge provided by the host market and its competitors.
All these negative factors can lead to the failure of Chery in case of entering the US market through 
the exporting entry mode. As a conclusion, export is not the best way for Chery to enter the US 
market. 
11.1.2. Licensing
Licensing is strategy to establish a product in a foreign market by “giving the right to manufacture a 
patented product” (Johnson et al. 2008: 363) or service to a company of the target market for a fee. 
This enables a company to enter a new market without any capital investment while the licensing 
company benefit  through the  access  to  rare  resources  or  capabilities.  Usually  the assets  of  the 
license are intangible resources of a company like trademarks, patents and production techniques 
(Hollensen 2004:311; Johnson 2005: 256). In our case it would mean that Chery give a license to a 
US automobile company to product a car or components of a car. 
Licensing allows a company to have a constant agreed income while the financial and economic 
risk  is  low.  Disadvantages  of  using  licensing  are  determined  by  the  “difficulty  of  identifying 
appropriate partner and agreeing contractual terms” (Johnson 2005: 296). Furthermore the risk of 
imitation  of the licensed  product  and the support  for a possible  future competitor  is  high.  The 
success of this business depends on the local setting of the host nation. 
Licensing is usually used in cases in which are high import and investment barriers as well as legal 
protection in the target country.  Among, licenses are taken by well-established businesses, with 
higher  awareness of brand or reputation with consumers  in the target  market.  Furthermore this 
strategy  is  suitable  if  the  sales  level  of  the  target  country  is  lower  than  in  the  own  country 
(Hollensen 2004: 311f.).
To license resources and capabilities to companies of the target market they have to be worth to pay 
a fee for it. This means the resources has to be scarce and transferable to other companies. Central 
matter of our research is to find out how can Chery enter with its main product, cars, on the US 
Market. Viewing the intellectual property of Chery (R9) the quality fulfils not a real high standard 
in  comparison  to  the  US cars  and  the  potential  for  develope  technological  innovation  (C8)  is 
appraised  as  very  limited  at  the  moment.  Therefore  Chery´s  intellectual  property  might  not 
attractive for US companies for paying license. Other reasons for licensing could be to use the good 
reputation of the company that give the license. Chery´s reputation (R11) is a Key Weakness and 
therefore not desirable. Viewing the Key Strengths of Chery, Cash (R7), borrowing capacity (R8), 
adaptability (R14), financial  control  (C1),  product developing cost  (C9) and the strong position 
despite the financial crisis (F4), it is to discover that this Key Strengths could not be subjective of 
licensing. 
As a result of this analysis licensing might not be a appropriate strategy for entering the US market 
because of the absence of an attractive licensing asset. 
11.1.3. Foreign direct investment
Foreign  direct  investment  (FDI)  is  a  strategy  that  has  its  aim  in  making  a  lasting  physical 
investment of one company in another economy.  FDI includes on the one hand the merger and 
acquisition of established companies with an ownership of more than 10%, an on the other hand, 
green field investment by investing in new manufacturing plant (Johnson 2005: 295; OECD52).
Foreign direct investment enables a fast and active entry into other economies.  Advantages for the 
investing  companies  are  the high level  of control  of resources and capabilities,  as  well  as,  the 
avoidance of trade barriers and the direct access to national market, expertise and technology. But 
FDI runs into the risk of failure of acquisition and merger because of integration and coordination 
problems with the acquired company. Furthermore the investing company is strongly exposed to 
local economic, governmental and financial rules (Johnson 2005: 296). 
52 http://www.oecd.org/dataoecd/56/1/2487495.pdf
FDI requires first the internal financial ability of a company which includes the financial situation, 
the acquirement ability and the financial stability as well as the internal management capabilities. 
Secondly a foreign direct investment needs the competitive strength in the target country as well as 
knowledge about the target market, including the expectation of the consumers (John et al. 1996: 
267)
Viewing Chery´s financial resources, the financial control and the acquisition management there is 
a heterogeneous picture of Chery resources. On the one hand, Chery´s  key strength is the high 
availability of cash (R7), the good borrow capacity (R8) and the full control of the firm´s financial 
assets (C1). Furthermore, despite of the financial crisis Chery´s finance is stable. On the other hand, 
given the fact that Chery has not done a foreign direct investment it is hard to estimate if Chery is 
able to acquire a foreign company (C4). 
Because  of  high  number  of  prize  orientated  consumer  in  the  US  market  might  have  a  good 
competitive position on the US Market but it has taken into account, too, that the qualities of Chery
´s products has not reached the US standard and its reputation is still  bad (R 11). Another key 
strength of Chery, prize of the cars (F6), would be decrease if Chery invest directly into the US 
Market because the main source of the cheap cars is caused by the cheap labours. Wages in the US 
automobile industry are noticeable higher than the wages in China and Chery would not be able to 
hold the prize level. Subsequently Chery would lose its level of flexibility and speed of response. 
Furthermore Chery needs knowledge about the target market. This includes network of the market, 
assess to distribution system as well as consumer expectations. Chery has not assessed to the US 
distribution  system and  the  network  of  the  automobile  industry,  but  it  is  highly  dependent  of 
suppliers and government and community of China (R12). 
Chery has still general problems on the management level like ineffective management information 
system (C6) or a lack of high qualified employees (R13), as well as, problems of low efficiency in 
volume manufacturing (C10). 
Summing up the analyzing of Chery´s resources and capabilities it can be assumed that Chery has 
not the prerequisite for a foreign direct investment yet. Therefore is seems to be not very likely that 
a foreign direct investment is the appropriate strategy for Chery to enter the US market. 
11.1.4. Joint venture (JV) 
See appendix A figure 3
Joint venture is contractual cooperation of two or more companies in order to create new values 
which they cannot manage to achieve on their own. There are mainly two different types of JV, type 
1 is  a  coalition  which  means  that  firm A and firm B have  resources  and capabilities  that  can 
complement each other. For example, firm A is strong in R&D and production and firm B is good 
at marketing as well as sales and service, they form a JV (firm C) in a foreign target market. In firm 
C they assist each other by contributing their strengths. 
Type 2 is another coalition which means that firm A and firm B combine their strength together to 
create a JV firm C. Both firms have all aspects of production, but the products that they make are 
very different and the combination therefore creates a good mix. Type 2 could be the example of 
Sony  Ericsson  where  Sony  is  good  at  microchips  and  Ericsson  is  good  at  design  and  phone 
technology. In type 1 two weak or flawed firms combine to create a strong firm, in type 2 two 
strong firms in different markets combine and create a strong firm in a third market. 
In terms of Chery’s JV in US market, if we assume firm A is Chery, Chery then has three possible 
partnerships. They can choose to cooperate with a firm B who is either a local Chinese automaker, a 
US automaker, or an automaker from another nation. According to our data on Chery and Chinese 
domestic automobile industry, Chery is so far the best independent Chinese automaker who ranked 
No.4 in domestic market in 2007 and the top 3 are all Chinese JV brands (Gao 2008). Therefore it is 
not likely for Chery to achieve competitive advantage which can help them enter into US market by 
cooperating with another Chinese independent carmaker. It is possible for Chery to work with a 
firm from another nation to achieve competitive advantage such as the Japanese automaker Toyota; 
however Toyota might not be able to provide a strong access to dealerships in the US market in 
comparison with a local US automaker. There might be other benefits for Chery to work with a 
local US carmaker other than strong access to dealerships, such as overcoming host government 
restrictions, and avoiding local tariffs or non-tariff barriers. As a result we believe that it is better 
for Chery to set up a JV with a local US automaker. 
In terms of choosing type 1 or type 2, according to our RBV analysis in step 2, Chery has 15 key 
weaknesses within the category of widespread and common. In other words, Chery lacks the core 
resources and capabilities needed in order to be able to play in the US auto arena. Therefore Chery 
has  to  cooperate  with  a  US automaker  that  can  complement  Chery’s  weakness  such  as  R&D, 
marketing,  sales  and services.  Thus we believe  that  it  is  better  for  Chery to  employ a  type  1 
coalition. 
Based on our argumentations above, the scenario we will set up to analyze Chery’s JV entry mode 
on the US market will be Chery (firm A) + US company (firm B) = JV  in the US (Firm C) by 
applying the Type 1 coalition. 
In order for the JV (firm C) to become successful, the US Company’s strengths (firm B) need to 
complement the weaknesses Chery has. According to the conclusion of step 2, Chery’s weaknesses 
are mainly concentrated in areas such as  distribution (C19b), marketing (C14, C15), production 
efficiency (C8b, C10), management (C5, C6), research (C7, C8b, R9, R10), and reputation (R11, 
C14, C15). 
Now we will go in-depth to analyze each factor to find out the possibilities for a US partner to 
complement Chery’s weaknesses by setting up two scenarios.
11.1.4.1. Scenario 1: 
In scenario 1 we assume that the JV (firm C) between Chery and a US automaker  follows the 
traditional JV type 1 where Chery will be responsible for R&D and production, Chery’s partner will 
be responsible for marketing and sales &service. 
See Appendix A figure 3, scheme of traditional JV type 1.
In terms of distribution, based on our data on the US market, local US carmakers have good car 
dealership strengths, thus it is believable that JV’s distribution problem will be covered by local US 
automaker.
Concerning the marketing issue,  a US partner  might  be very strong in marketing  management, 
however if Chery is responsible for R&D according to our assumption, there might be problems 
with product quality since R&D (C7, C8b,C13) is one of Chery’s key weaknesses according to our 
data. In other words, despite how strong marketing management, Chery’s low quality product will 
have  a  major  negative  impact  on marketing.  Thus,  the  extent  of  covering Chery´s  low quality 
product by marketing management depends on Chery’s R&D development. 
Production efficiency is  Chery’s  responsibility;  therefore it  won’t  be covered  by a  US partner. 
Nevertheless, production efficiency (C10) is also one of Chery’s key weaknesses. Thus one of the 
major drawbacks of Chery’s JV will in this case be production efficiency. 
Concerning management, there might be communication problems between Chery’s inexperienced 
young managers and US seasoned managers.  Management problems can be caused by language 
barriers, cultural differences, gaps in knowledge, experience, management style and so forth. Thus 
we conclude that management weakness might be covered if US partner can overcome or solve all 
the problems.  
Concerning research, we believe that under the traditional JV mode this will not be covered as 
research belongs to Chery’s responsibility. Which means that this could be another serious problem 
for Chery’s JV since Chery is weak in R&D.   
In terms of reputation, it will be partly covered if Chery rebrands under the JV, but the made in 
China label still has a negative impact on the product. 
To sum up, there are only one Chery’s weakness- distribution (C 19b) that might be fully covered 
by US automakers and three weaknesses- management (C5, C6), marketing (C14, C15), reputation 
(R11,  C14,  C15) might  be  partly  covered  by the  US partner,  and two weaknesses-  production 
efficiency (C10)  and research (C7, C8b, R9, R10)  won’t be covered by the US partner at all. It is 
clear that Chery’s JV in US under the traditional scenario might not be successful since most of 
Chery’s weaknesses are not covered or hard to be covered by a US partner.    
11.1.4.2. Scenario 2:
This could be a best case scenario in terms of Chery’s JV in US. According to table 9 in appendix F 
Chery has 7 key strengths that  filtered as scarce, they are mainly associated with R7-cash, R8-
borrowing  capacity,  C1-financial  control,  R14-adaptability  in  human  resources  and  research 
development in new product as well as the financial crisis. As you can see most of these unique 
strengths  Chery has are  closely related with firm’s  financial  equity.  In other  words,  Chery has 
money, a US partner in the current situation –financial crisis, lack of money, thus in the best case 
scenario Chery could bargain with a US automaker that Chery would only be responsible for all the 
financial expenses of the JV and the US partner takes care of the rest of the issues such as R&D, 
production, marketing, sales and service.          
Concerning the current situation, there is large demand for cheap small cars in the US, and major 
US automakers are facing bankruptcy problems. Thus there is a chance for Chery to negotiate and 
nail a deal with its US partner. However this deal can only succeed if the US government refuses to 
bailout the US auto industry, especially the three big –GM, Ford and Chrysler. The current situation 
is really unstable and it is hard to predict what will happen. Therefore we conclude that Scenario 2 
could be a possible JV for Chery, but only under very special conditions. 
11.1.5. Strategic alliance 
According to the Hollensen (2004), a strategic alliance is a type of entry mode similar to a type 1 
Joint Venture, but without setting up a firm C. a Strategic alliance involves two or more companies 
whom cooperate closely together to achieve a long- term goal. The purpose of cooperation is to 
achieve resource complementarities and economies of scale in research and production efficiency. 
In short, it means that two firms work together to accomplish goals that they cannot do effectively 
on their own (Gottinger 2003). 
However there are a few differences between a strategic alliance and a JV. The major difference is 
that  a strategic  alliance has non-equity involvement  in the new project,  which means that each 
company provides different resources and capabilities to each other. In a JV there are sunk costs53 
this creates a risk for both parties when they set up a JV.  
Unlike a JV a SA does not require an equity investment and therefore involves a lower expenditure 
of  financial  resources  for  Chery.  However  since  it  also  involves  a  lower level  of  security  and 
binding, both parties would likely be reluctant to commit too many resources to the deal. Thus it is 
likely that the SA will follow the same model as the traditional JV with Chery handling production 
and R&D, and with the other party handling marketing and distribution. 
Depending  on  the  other  party’s  need  for  Chery’s  contribution,  Chery  might  be  able  to  attain 
assistance  from  the  other  party  in  research  and  development  activities  that  have  the  aim  of 
increasing the product’s marketability. One of the advantages of the SA form compared to the JV 
form is that it is easier to cancel or break the deal for both parties. Thus if Chery finds that they 
have transferred or replicated enough of the other party´s resources and capabilities to effectively 
accomplish the goal on their own, it is possible for Chery to break the deal. Of course the same goes 
the other way around; if the other party develops enough IP in small car production they might 
break the deal with Chery.
Based  on  this  definition  of  strategic  alliance  the  Chery  Chrysler  deal  should  be  considered  a 
strategic alliance, as Chery contributes production (C11,C12) and R&D (C8a,C9), whereas Chrysler 
contributes marketing (C14,C15), branding (C14) as well  as access to distribution channels and 
sales  (C19b,C20).  Chery  has  convinced  Chrysler  to  assist  Chery  in  research  and  development 
activities related to attaining product safety (F10) and quality standards (C15). Chery has thereby 
53 Sunk costs are “investments whose value cannot be recovered on exit.” (Grant 2008: 74) 
gained access to Chrysler’s human resources (R13) and IP (R9), and has the potential of improving 
their relative strength in these resources. 
On the other hand Chrysler has gained direct access to Chery’s main bargaining chip- their cheap 
small car (F2, F3, F6, F8), as well as the IP (R9) connected with it. Given that the deal continues as 
it currently is, Chery and Chrysler both have the potential of breaking the deal in the future in order 
to continue on their own. 
Based on the analysis of the different types of entry modes it is clear to us that Joint Venture and 
strategic  alliance  are  the  most  appropriated  entry  modes  for  Chery  to  enter  the  US  market. 
However, which strategy is the most beneficial for Chery? Creating a Joint venture with a US firm, 
or keeping the current strategic alliance with Chrysler?
The answer is not immediately clear as both forms would seem to be viable entry mode strategies. 
Therefore  we  must  look  beyond  the  current  situation  and  take  into  account  the  durability, 
transferability and replicability of Chery’s resources and capabilities.
Chery’s current scarce key strengths are resources and capabilities related to the financial crisis (R7, 
R8, C1, and F4) and adaptability (R14). The financial crisis should by all accounts be considered a 
temporary  phenomenon,  and  the  advantage  conferred  by  it  should  be  considered  even  more 
temporary as firms restructure, retool and reorient themselves to the new environment. On the other 
hand Chery’s less scarce key strengths such as their small car’s IP, low production costs, and share 
of the Chinese market are much more durable as they are difficult to replicate or transfer. Chrysler 
has  previously  stated  that  it  would  require  approximately  $1  billion  to  develop  a  small  car 
themselves.
In  the  best  case  joint  venture scenario  Chery might  be  able  to  trade  low-durability  scarce  key 
strengths (R7-cash ,  R8-borrowing capacity,  C1-financial  control,  F4-financial  crisis) for higher 
strength in marketing (F7,C20) sales (R2,C19b,), management (C5,R15,R16,) and R&D (R9, R10, 
C7, C13, F10) common key weaknesses. It clearly shows that Chery would receive more benefits 
than they offer. 
However, if choosing this strategy as an entry mode for Chery into the US market Chery needs to 
aware of the risks. If the new product of the JV is labeled under the US firm’s brand, Chery´s brand 
reputation would therefore not be enhanced. Chery would just gain a financial benefit. 
In the current strategic alliance with Chrysler, Chery is trading durable production and R&D key 
strengths (F2, F3, F6, F8, R9) needed by Chrysler, in return for strength increases in common R&D 
(C2,C7,R9,C8b,C13, F10) key weaknesses.  
We believe that it is better for Chery to bargain their current financial position, than to play it safe 
and  keep  the  Chrysler  deal,  thereby  possibly  allowing  the  importance  and  scarcity  of  current 
strengths to diminish, as well as small car IP to be transferred. 
Finally, the choice of strategic entry mode depends on Chery´s intension to go into the US market. 
If Chery’s purpose is to gain pure profit, the strategic alliance might be the best entering strategy. If 
Chery´s purpose is focusing on selling its Chinese cars on the US Market it might be better for them 
to choose a Joint Venture (Type 1) with a US car company under the condition that the new product 
is labeled as a Chinese brand.  
Chapter 5 Conclusion 
The main purpose of this project was to analyze Chery´s capabilities and possibilities in entering the 
US market. In order to investigate this issue we outlined the following problem formulation:  To 
what extent is the Chinese automobile firm Chery able to enter and compete in the US Market, and 
which entry strategy is the firm most likely to implement?  
The initial considerations of the project were guided by the implications of the “Made in China” 
label  reputation  on  the  sales  of  Chinese  products.  The  result  of  our  analyses  shows  that  the 
reputation of the “Made in China” label has a negative impact on Chery. This is based mainly on 
price and quality aspects. Through our broad analysis of the capability of Chery to enter the US 
market we have found more problems which might hinder the access to the US market, than we 
initially expected to find. 
The RBV analysis resulted in determining the potential influences on the success or failure of Chery 
entering the US Market. The Key Strengths of Chery concerning the US Market are in the areas of 
financial resources, price, production, flexibility and the influence of the financial crisis. In contrast 
to  this  their  weaknesses  are  determined  by  problems  in  distribution,  marketing,  production, 
efficiency, management, research and reputation. Therefore, Chery is in a situation in which it has a 
very high potential  of financial  performance in combination with innovative and fast-cycle new 
product  development,  and  in  which  it  can  offer  a  cheap  car  on  the  US  Market  where  these 
capabilities are highly demanded. But, given the key Weaknesses, mentioned above, Chery is not 
able to exploit its cars without good marketing, reputation and access to the distributions system of 
the US market. 
Based on the analysis the answer to the question “to what extent is the Chinese automobile firm 
Chery able to enter and compete in the US Market” is therefore that: Chery might have a good 
starting position, but Chery´s capabilities for on their own are not sufficient. This means that Chery 
is only able to enter truly into the US market at the moment if finds another automobile company on 
the US market that is able to complement Chery´s weaknesses. Therefore, the best, and thus most 
likely, entry mode into the US market is a Joint Venture or strategic alliance with a US automobile 
company.  Of these two entry modes  the joint  venture mode provides the best  relation between 
expenditure of resources and gains.
In doing the analysis it has become very clear that the current situation of the US Market plays an 
important  role  concerning  the  ability  of  Chery  to  enter  the  market.  Basically  the  precarious 
conditions of the US Market caused by the ongoing financial crisis, and a generally poor economic 
situation, has greatly improved Chery’s chances of entering the US market. Furthermore,  it seems 
unlikely  that  Chery  would  have  been  able  to  enter  the  US  in  any  mode  given  stable  market 
conditions.
Validity of the conclusion
It  should  be  noted  that  the  result  of  our  analysis  only  reflects  the  entry  mode  that  is  most 
appropriate  for Chery at  the fixed time horizon of our research54.  Given the very dynamic  and 
uncertain  current  economic  situation  of  the  US Market,  this  initial  situation  can  in  no way be 
assumed to remain static. 
This factor has not been taken sufficiently into consideration for us to claim that our conclusion has 
high predictive  validity.  However,  we believe  that  we have sufficiently presented our data  and 
arguments to state that our analysis has high internal validity. The purpose of the analysis has never 
been to  develop hypothesis,  or  general  statements  concerning the Chinese automobile  industry, 
However the Chery case can to some extent be argued to be exemplary thus the conclusion has low 
external validity.  Although Chery has been described in great detail,  the description has always 
been based on secondary data, furthermore the RBV analysis is in itself an artificial categorization 
and classification, thus the conclusion does not have high ecological validity.
Chapter 6 perspective 
The world is changing, and changing so fast. The hot topic is about ‘the big three’s financial crisis. 
It will directly affect Chery’s business. Even though we have already chosen the strategy for Chery 
to enter into the U.S. market, due to the unstable U.S. market, things will be changed. There are a 
few possibilities. The time for us to stop to search on the information about U.S. Auto market was 
on the 28th of November 2008 and the changing process is obviously very open. Thus, all our data 
analyze, suggestions, and strategy choice will have some limitations. Actually,  after the date we 
stop to search on the information, a lot of developments could happen. 
There are a couple of scenarios that could influence the development and the conditions of the US 
Market in future. 
54 See limitation of the time horizon.
First of all,  there are the scenarios concerning the future development of the US companies. As 
mentioned above the ‘big three’ car companies are suffering a big depression with a high risk of 
bankruptcy. This situation can result in the following cases. 
1. Scenario: Government bailout
While writing the report the three big car companies are asking the government for a bailout to an 
amount  of  $  35  billion.  Even  though  Ford,  Chrysler and  G.M. survive  because  bailout  of 
government to keep operating, not only GM but also the other 2 companies have to become leaner 
companies and produce fuel efficient vehicles that people will want to buy. (Uchitelle, November 
2008)
Restructure and reorganizes the companies are inevitable, automakers may eliminate one or more of 
its domestic brands and downsize its manufacturing capacity to match its shrinking market share.
The government also has to make sure the money not throw after nothing. The companies are not 
only to survive, also to be competitive in the market again.
The third automaker,  Chrysler,  which is privately owned, has acknowledged it needs a merger, 
alliance or partnership with another company to survive long term, and further to pay the costs of 
developing new vehicles (Vlasic, November 2008)
Even if they survive because of the bailout, the Big Three are still standing on the edge. And how 
to gain consumer confidence back is the major issue that they should really focus on, actually all 
automakers should put effort on this. 
2. Scenario: The ‘Big Three’ US car companies fall
This scenario would have far-reaching economic and social consequences. The Big three employ 
more than 200,000 workers in the USA and provide health care and pensions to more than a million 
Americans. In addition, their operations are lifelines to 20,000 auto dealers and countless suppliers, 
and the source of major tax revenue to states and local governments (Vlasic, October 2008). It is 
assumed that around three million jobs would be lost in the first year if all three car companies 
closed. (Abraham, November 2008)
Because Detroit,  as the centre of the US automobile industry has multiple connections  to other 
industry sectors, like the metal industry, other companies would be depressed by the fall of the ‘big 
Three’. G.M. in particular is involved in the development of lithium ion batteries to power the next 
generation of cars. If G.M. disappeared, “the foreign companies would develop the batteries, but not 
here,” Mr. McAlinden predicted. “We would lose all the additional development connected to that 
technology. It would be a technology opportunity lost.” (Uchitelle, November 2008) 
However, the failure of one or more of the ’big three’ automakers could be the opportunities for 
foreign car companies. Those foreign car producers would step up production in the US market. 
“You would have an auto industry in the United States more like that of Mexico and Canada:  
foreign-owned,” said Sean McAlinden, chief economist at the Center for Automotive Research in 
Ann Arbor, Mich. Therefore the impact of the fall would not be that bad concerning employment. 
And the  new dominant  companies  of  the America  auto  industry would presumably be  Toyota, 
Honda, Nissan, Volkswagen, Ford, Mercedes-Benz, BMW and Hyundai-Kia (Uchitelle, November 
2008). 
In this case the suggested Joint Venture of Chery with an established US company would not be 
possible any more. But other possibilities might be accessible for Chery. If the ‘big three’ fall the 
market equilibrium will be restructured and Chery would get a chance to go other ways into the 
market like foreign direct investment by using their strong financial capability and acquiring parts 
of US car companies. 
3. Scenario: Chrysler falls
If Chrysler falls Chery would firstly lose their partner of the strategic alliance. Despite of this Chery 
can  benefit  in  this  case  because  they  could  use the  knowledge and the  technique  provided  by 
Chrysler within the strategic alliance and they could product higher quality cars.  
If Chrysler falls it also would be very likely that a chain reaction would be started because of the 
close interdependence of the US car companies. As a result of this the other two could fall, too. 
If the ‘big three’ collapse, and the Government gives up to rescue, how does it affect Chery.  If 
Chery’s partner gets bankruptcy due to the financial crisis. What should Chery do? Can Chery still 
need to exist in U.S. market, if the market is unstable; it is very dangers for Chery to operate. If the 
price  of  Gasoline  falls  down,  then did  Chery’s  product  still  get  some marketing  share  in  U.S. 
market?
The House voted to support 14 billion USD as government rescue of the American automobile 
industry,  but  the  bailout  plan  was  rejected  by the  strong Republican  opposition  in  the  Senate. 
(Herszenhorn, 2008) if the U.S. car industry could not get the support from the government, the 
bankruptcy might not be avoided. However some speculate that Chrysler’s financial situation is so 
dire that even with the bailout the firm would still go bankrupt. 
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Appendix B – analysis “Made in China” label reputation
12.Introduction 
Based on the understanding of current situation outlined in Chapter 2, and the discussions on our 
choice of case in Chapter 1, we have hopefully given a clear presentation of why we have chosen 
the case of Chery entering the US market. As we have also mentioned, in this project we attempt to 
predict what would be relevant obstacles for Chery entering the US market, we started by sharing 
our  prior  knowledge,  assumptions,  and  prejudice.  We  initially  rationalized  that  the  negative 
reputation of the “made in china” label could be predicted to be a large barrier for any Chinese firm 
wanting to enter US market. Specifically we developed the following assumptions:
1. The “Made in China” label has a reputation that is both positive and negative.
2. The “Made in China” label has a more negative than positive impact on Chinese industry 
and products. 
3. We believe  that  the  “made in  China”  label  has  a  negative  impact  because  it  is  widely 
considered as associated with cheap, dangerous, and/or low quality products.
4. We believe that this negative perception will have a large impact on the Chinese Automobile 
industry in particular, and make it difficult if not impossible for Chinese automobile firms to 
enter the global market in general, and especially the US market.
The aim of outlining these four assumptions is a critical investigation into the validity of the claims. 
It is our belief that had we neglected this investigation, these assumptions it might very well have 
had a strong influence on the findings of the resource based view analysis, and thus ultimately the 
conclusion of the project such as which entry strategy Chery should adopt.
To thoroughly investigate the assumptions we constructed the following logical structure: first a 
short definition of  “made in China”,  secondly  the general  perception of  “made in China” 
which  is  argued  based  on  two  surveys  from a  consultant  firm (Interbrand),  and  third  the  US 
consumers general perception of “made in China” based on a survey and a non-academic book. 
Based on this we will outline a part conclusion to define what we believe is the impact of “made in 
China” on the intangible reputation resources of the firm.   
13.Critique of methodology   
We have chosen to conduct this analysis by applying a quantitative approach as these three surveys 
all present quantitative data. We believe that a quantitative approach is the most appropriate as first 
of all, it is almost impossible to conduct interviews with numbers of Americans who have lived in 
American all their lives and are currently staying Denmark for a while. Secondly, we are not sure if 
there would be enough American participants in an online survey if we set one up online. Finally 
and also most importantly  our interest is to gain greater insight into the general perception rather 
than the specific reasons and motivations behind the opinions of few US consumers. 
Moreover, we are also aware of the limitations of the quantitative data which only can offer us what 
has  happened,  not  why  it  has  happened  like  that.  Therefore  we  have  selected  one  group  of 
consumers whom reject Chinese products outright, and then tried to gain greater insight into their 
motivations  by  means  of  analyzing  a  non-academic  book.  We  are  aware  of  the  limitations  of 
choosing a non-academic book as a source, as the data collection has in no way been scientific in 
nature.  Furthermore  we  realize  that  it  is  dangerous  to  assume  that  one  person’s  feelings  or 
sentiments  reflect  the  general  nature  of  things,  or  the  prevailing  attitude  among  people  whom 
appear to be similar. 
14.Short definition of “made in China”
The term “Made in…” is a short expression which describes a product’s country of origin, and is 
usually found on products due to legal requirements. The legalization concerning country of origin 
can vary from country to country, but the two most applied legislations are known as the “country 
of origin principle (COP)” which is mainly used in the European Union, and the “Country of origin 
Labeling (COOL)” which is mainly used in the USA. 
The term “Made in…” basically means that a product, an action or service has to be marked in 
order to show the location where it was performed or originates from. In international trade the 
location is usually stated as the name of the country, instead of the specific region or city.  Thus 
“made in China” is a product, action, or service which was produced, performed, or rendered within 
the national borders of the People’s Republic of China. 
15.The general perception of “made in China”     
China has rapidly become one of the largest exporters of manufactured goods in the world, since the 
1980’s China has experienced near constant growth as the nation started opening up its borders to 
global trade55. As a consequence of this, the “Made in China” label is an increasingly common sight 
55 http://lcweb2.loc.gov/cgi-bin/query/r?frd/cstdy:@field(DOCID+cn0155) 
around the world, and especially in the US, as the label covers nearly all56 the products which are 
produced or assembled within the People’s Republic of China. 
Previously these products were mainly what might be termed as low-end or simple products such as 
clothing,  toys,  etc.  However  within  the  recent  decade  Chinese  domestic  firms  have  become 
increasingly  sophisticated,  producing  higher-end  goods  such  as  cars,  computers,  and  advanced 
machinery. The domestic firms are successfully capturing and holding parts of the higher-end goods 
market previously held by foreign firms. A number of large Chinese firms have global ambitions, 
and the Chinese government is eager to support their efforts, and have earmarked around $15 billion 
for helping domestic Chinese firms get a foothold in the global market (Swystun, J and Burt, F and 
Ly, A 2005:2). 
However the Chinese firms encounter problems with the general perception of “made in China”, it 
would seem that many still view China as a supplier of the previously mentioned low-end goods, 
and primarily think of products made in China as cheap and of low quality. 
This perception is evidenced by the following two surveys carried out by the international branding 
firm Interbrand, survey 1-“the strategy for Chinese brands” from 2005, and survey 2-“2007 brand 
study” from 2007.  
15.1. Survey 1: Interbrand “the strategy for Chinese Brands” 2005 
The survey was carried out in 2005 over a period of two weeks, the 243 respondents chosen were 
all executive-level brandings professionals, and the method used was an online survey system. 41% 
of the respondents were from North America, 32% from Europe, and the rest were from various 
Asian or Latin American countries. The respondents were asked the following four questions: (1) 
Do you believe “Made in  China” helps  or hurts  Chinese brands? (2)  Provide three words  that 
represent your impression of Chinese brands today. (3) Rank the following Chinese industries on a 
scale of 1-5 against certain criteria. (4) Provide any comments on Chinese brands and their future 
for competing internationally. (Swystun, J and Burt, F and Ly, A 2005).
The findings which we find the most relevant for the context of this project are the answers for 
question 1 and 2. In question 1) 79% of the respondents stated that they believed “made in China” 
hurts Chinese brands. In question 2) 9 out of the top 10 words which respondents associated with 
56 “…Since 2000, the United States has incurred its largest bilateral trade deficit with China ($201 billion in 2005, a 
25% rise over 2004)…The United States is China’s largest overseas market and second largest source of foreign direct
investment on a cumulative basis” http://www.fas.org/sgp/crs/row/RL31403.pdf 
Chinese brands today, can be argued to be, at least, somewhat negative.57 The top 3 of Cheap, poor 
value, and poor quality, this would seem to confirm some of our initial assumptions concerning 
“Made in China” products. However Innovative (no. 6) and aggressive (no. 10) also made the top 
10,  this  would seem to indicate that  Chinese brands are gaining a reputation of good technical 
capabilities, and being very competitive.
Some  of  the  main  conclusions  of  survey  1  were  that  Chinese  brands  suffered  from negative 
perceptions regarding quality, and that Chinese firms did not have a reputation for prestige, trust, 
and safety, but that they did have a reputation for reliability and innovativeness.   
15.2. Survey 2: Interbrand “2007 brand study” 
The second survey called “2007 brand study”58 is also an online survey done by the firm Interbrand, 
the respondents were 700 business and marketing professionals from around the world, 46% of 
these  were  from the  US/Canada,  24% from Europe,  and  the  rest  were  from The  Asia-pacific, 
Australia/NZ, Latin America, and other countries. The following questions were asked, question 1) 
Do you believe “Made in China” helps or hurts Chinese brands today? Question 2) How often do 
you believe consumers look for the country of origin on the labels of products they buy? Questions 
3) please indicate how much you agree or disagree with the following statement “Chinese brands 
are… (a number of characteristics ranging from cheap to luxury)” question 4) please indicate how 
much you agree or disagree with the following statement “in the next five years, a Chinese brand 
will be a leader outside China in… (a number of industries ranging from televisions to wine and 
beer, and including the automobile industry.)”Questions 5) please indicate your familiarity with the 
following  brands.  Question  6)  please  indicate  how  effective  the  following  brands  are  as  an 
ambassador for China. 
Some of the interesting findings in the survey are in question 1) that 66%of respondents believe that 
the “Made in China” label hurts Chinese brands. It has reduced compare with the result from the 
survey 1 79% In question 2) that  only 6% of respondents always check the “Made in..” label, 
however 32% frequently do so. In question 3) that only cheap and good value scored higher than 3 
on a scale of 1-5, however many positive characteristics such as innovative, reliable, and creative 
had a score of around 2 to 2½, indicating that the disagreement is somewhat weak. In question 4) 
the automotive industry scored 2.87 on a scale of 1-5, indicating that the respondents consider 
Chinese brand leadership a possibility but not likely. In question 5) 18% of respondents indicated 
57 Top 10 in order of ranking: 1) Cheap 2) Poor value 3) Poor quality 4) Unreliable 5) Unsophisticated 6) Innovative 7) 
Lack of track record 8) Dated/Old 9) Largely unknown 10) Aggressive.
58 Interbrand 2007 
that  they were familiar  with Chery.  In  question  6)  Chery scored  2.72 on a  scale  of  1-5 as  an 
ambassador for China,  indicating that the respondents associate Chery with more negative than 
positive aspects.
The main conclusion of survey 2 is somewhat similar to those of the 2005 survey as Interbrand 
finds that “Made in China” is still viewed as cheap and low quality products, the firm argues that a 
change in this perception will not occur overnight. However, the firm believes that Chinese brands 
might be able to make a transition from cheap and low quality, to a good value for money, similar to 
what Toyota did in the 1980’s.  
15.3. Critiques of survey 1and survey 2  
Although interesting, this survey does present a number of problems in trying to define the general 
perception, the main problem is the fact that the respondents all fulfill some form of executive-level 
position and thus hardly reflect the ordinary consumer. Even though they are of course real people, 
they seem to  approach  the  survey questions  with  the  mindset  of  a  businessman  rather  than  a 
consumer,  and  thus  there  seems  to  be  no  room  for  more  “irrational”  concerns  such  a  CSR, 
emotional sentiments, morals, politics, and so forth. All issues which might have a subtle but real 
affect on a consumer’s choice of whether or not to buy a certain product. Secondly it could be 
argued that the respondents are “experts”,  with a much greater knowledge of the area than the 
ordinary consumer, due to direct or indirect interaction with Chinese brands. The effect of only 
focusing on this group of respondents is most clearly seen in the top 10 list, which seems to include 
only “rational” reflections rather than emotional or “irrational” statements.
This decreases the validity of the survey in defining the general perception of “Made in China”       
16. The US consumers’ perception on “Made in China” 
The previous two surveys give an insight into the general perception of “Made in China”, however 
to investigate the US consumers’ perception we need to narrow our focus. Therefore we will now 
present statements concerning the US consumers’ attitude towards Chinese products and brands. 
Furthermore  we will  outline  the  findings  of  a  New York Times/CBS News Poll  conducted  in 
October 2007, and reflect on the values and beliefs presented in the book: “A year without “Made in 
China””.
A number  of researchers  state  that  American  consumers  are  still  open towards buying Chinese 
products although the many product recalls and scandals might have caused some concerns, but not 
a total rejection (Weisman, S and Connelly, M October 2007). 
16.1. Survey 3: New York Times/CBS News Poll 2007 
This survey was conducted several weeks after a major recall of Chinese products which posed a 
potential health risk. 1.282 adult US consumers were polled the survey contained a large number of 
questions, however only 5 of them are relevant for this project. These questions can be summarized 
as,  question 1) Do you notice country of  origin on manufactured goods you buy?  Question 2) 
should  the  US give  China  the  same privileges  in  international  trade  as  it  gives  other  nations? 
Question 3) How would you rate the overall quality of manufactured goods produced in China? 
Question 4) Do you think Chinese products are more dangerous than other products, or do recalls 
make it appear that way? Question 5) Have you bought Chinese products in recent years? If yes, 
have recalls made you stop?
The main  conclusion  of  the  poll  was  that  younger  Americans  were more  inclined  to  consume 
Chinese goods despite bad publicity, whereas older Americans from 65 and up would be likely to 
view Chinese products as harmful, or boycott them.
Some of the interesting findings of the survey were that in answer to question 1) 71% stated that 
they notice the country of origin. In question 3) only 20% rated Chinese product quality as poor, 
whereas 30% rated it as good. In question 4) 55% answered that it only appeared more dangerous 
due to recalls, whereas 35% actually believed Chinese products to be more dangerous. In question 
5) a total of 23% stated that they either didn’t buy, or had stopped buying Chinese products. These 
answers support the conclusion of the survey, as it would seem that although consumers remain 
skeptical of Chinese products, and usually check the “Made in…” label, the large majority of them 
nevertheless still choose to consume Chinese products. 
However, a potential market share of 23% that disappears as an option because those consumers 
simply won’t buy Chinese products can be a serious problem. We believe that these 23% represent 
the  most  extreme  anti-“Made  in  China”  tendencies  among  US consumers,  achieving  a  greater 
understanding of this group might therefore give valuable insight into which issues create problems 
for the “Made in China” brand, and the firms that need to use it. This leads us to the book: A year 
without “Made in China”.
16.2. Book: A year without “Made in China”  
In order to find out some of the reasons or motivations for why US consumers’ might boycott 
Chinese  products,  we  will  introduce  a  case/book  which  represents  this  group  of  people.  Sara 
Bongiorni an American business reporter and writer boycotted all kinds of Chinese products for a 
whole year January 2005-2006 together with her family-husband and three children, she then wrote 
a book about the experience and some of the interesting stories that came out of it. A year without 
“Made in China” is the name of the book. Besides relating her experiences the author also uses her 
own experiences to reflect on globalization, and the way it affects the everyday life of ordinary 
consumers.  Therefore  the  book is  not  only about  China  but  also  about  to  how the  world  has 
changed. Nevertheless, it does present an interesting and rather extreme perspective on “Made in 
China”. Specifically  the  author  takes  issue  with  China’s  human  rights  policies  as  well  as  the 
working conditions and substandard wages for factory workers, but the overriding reason for her 
boycott is simply the discovery that Made in China seems to be omnipresent in her life, and that 
there simply is no choice other than to buy made in China. In part, this is a nationalistic sentiment, 
and a statement of sympathy for those in the US whom have lost their jobs to Chinese workers, but 
it is also a fear of dependency on China. The author, simply put, feels that China has too large a 
presence  in  the  life  of  her  family,  and she  does  not  want  China  to  have  power over  how she 
conducts her life.
It  is  quite  evident  that  this  is  non-academic;  nevertheless  it  offers  interesting  insight  into  the 
mindset of a political consumer. (Bongiorni 2007) 
17.Part conclusion   
The data shows that the majority of US consumer associate negative characteristics with the made 
in China label, with the most dominant characteristics being cheap, poor quality. The majority of the 
US consumers notice the country of origin,  and a relatively large proportion of these make the 
conscious decision not to buy Chinese goods. Therefore the made in China label will have a strong 
influence on any Chinese firm trying to sell in the US market, almost regardless of product brand 
and quality. However general impression of Chinese products as being cheap might have a positive 
effect for Chery if they seek to highlight their low price, and pursue a cost leadership strategy.  
Figure 7: Characteristics of the participants in Survey 2 (source: Interbrand 2007)
Figure 8: question 1-left, question 2-right in survey 2 (source: Interbrand 2007) 
Figure 9: question 3-left, question 4-right in survey 2 (source: Interbrand 2007) 
Figure 10: question 5-left, question 6-right in survey 2 (source: Interbrand 2007) 
Figure 11: Survey 3 American consumers’ views on Chinese product (source: CBS News Poll 
2007 Oct.12-16) http://graphics8.nytimes.com/packages/pdf/business/BizPollQuestions.pdf 
Figure  12:  Americans  Are Open to  Chinese  Goods (source:  Weisman and Connelly  2007 
Oct.22) 
http://www.nytimes.com/2007/10/22/business/22bizpoll.html?_r=1&scp=1&sq=american%20are
%20open%20to%20chinese%20good%C2%A8s&st=cse 
Appendix C – Chery’s timeline of development
Chery’s General historical development
• In Jan 8th 1997, Chery Automobile Co., Ltd was established with a preliminary capital of 
RMB 175 million59 which provided by five local state owned investment companies. They 
had limited resources, technology, capital and even experience in the automobile business, 
but with the support of the local government Chery overcame a number of barriers and made 
the best out of what they had. 
• In 1997 March, construction began on the first assemble line60. 
• In 1999 May, Chery produced its first auto engine-CAC48061.
• In the end of 1999, the first “home-made” assembly production line car was successfully 
produced. The model was called Fengyun which means “wind cloud”.
• Fengyun  launched  in  the  domestic  market  in  200162 and  sold  around  28,000  units. 
(Fairclough 2007) 
• In 2001 Chery sold 10 units of the first model- Fengyun to a Syrian car dealer and 100 of 
them in 2002, over 1000 units in 2003. (Gao 2008). 
• Chery  continuously  expanded  its  business  to  foreign  countries.  Chery  signed  a  CKD63 
agreement  with  Iranian  SKT Group  in  2003 that  Chery  would  provide  technology  and 
designs to set up an automobile assembly factory. 
59 http://www.cheryglobal.com/about_chery.jsp 
60 In fact, Chery had never actually planned to achieve much of what Chery has achieved today. According to the 
interview with Chery’s CEO Yin Tongyao, Chery’s original goal simply was to become an automobile assemble 
producer. In 1997, with the support of local government, Chery spent over $20 million to buy a second-hand production 
line from a foreign firm in order to produce auto engines (Gao May 2008). Chery also hired foreign engineers to help 
them install the machines and set up the production line. Unfortunately, Chery could not afford the expensive payment 
foreign firm was asking for, so the deal was abandoned when the assembly was only half done. This left Chery no 
choice but to try on their own. Chery succeeded and continued in the same spirit by solving most subsequent problems 
on their own rather hire other firms, thereby largely increasing their experience and practical knowledge.  
61Unfortunately there was no one who wanted to buy the engine. Chery also tried other alternatives such as negotiating 
with a European and an American OEM, but they rejected Chery due to Chery’s weak position. Again Chery had no 
choice but to try to develop their own technology, Chery therefore built cars in order to find a “home” for their engines.
     
62 Chery’s was not allowed to sell its first car Fengyun in Chinese domestic market as Chery did not have a legal 
government license to be in the automobile business. Therefore Chery sold 20% of its shares to China’s biggest 
automaker Shanghai Automotive Industry Corporation (SAIC) in 2000; this allowed Chery to legally join the industry.
63 Need to find the explanation of CKD
• In  2003  Chery  cooperated  with  an  Austrian  engineering  consulting  firm  to  develop 
technology and skilled laborers to produce better engines. The engines were so qualified that 
an Italian car producer Fiat Spa bought a number of units.      
• In 2004 launched almost the same project but included new auto models like QQ and Fulwin 
with an Egyptian CIG Group. 
• In 2005 Chery signed an agreement with a Ukrainian company in order to conduct its new 
CKD project.
• In 2006 April, Chery entered into the Russian market. 
• In 2006 Nov, Chery sealed the deal with FIAT Group64 that  there will be a purchase of 
100,00065 units of ACTECO engine annually by FIAT from Chery.
• In 2007 Jan, “Chrysler group CEO Tom LaSorda has finally signed a letter of intent with  
Chery Automobile Co to develop a small car for the group, but this is pending approval by  
DaimlerChrysler supervisory board, which will meet this month to discuss the matter.”66
• In  2007 Aug “Chery,  Iran Khodro and Canada Solitac  enter  into  an agreement  of joint 
venture.”67 
• In the end of 2007, Chery entered into the South American Market.68 
• This year “Chery Automobile Co Ltd signed an agreement with Thai company Thai Chery 
Yarnyon last  Friday  to  assemble  SKD (semi-knocked down) packs  of  Chery vehicles  in 
Thailand. An initial planned capacity is 5000 vehicles annually and will include vehicles  
such as the Chery QQ compact car and the Chery Tiggo SUV. The output is aimed at both  
domestic and South East Asian regional markets.”69    
• This year “Chery’s B240 MPV has been relaunched in Malaysia as a locally assembled car 
and it is now called the Chery Eastar.”70 
64 “The Fiat Group is the largest industrial enterprise in Italy and one of the founders of the European motor industry.  
Right from the outset, the company had a strong propensity for international expansion and innovation. Fiat is an  
automotive-focused industrial Group and designs and manufactures automobiles, trucks, wheel loaders, excavators,  
telehandlers, tractors and combine harvesters.” http://www.fiatgroup.com/en-us/group/default/Pages/default.aspx 
65 http://www.cheryglobal.com/about_chery.jsp?columnId=11736915090001 
66 http://paultan.org/archives/2007/01/04/chrysler-and-chery-sign-small-car-letter-of-intent/ 
67 http://www.cheryglobal.com/about_chery.jsp?columnId=11736915090001 
68 http://paultan.org/topics/cars/china/chery/ 
69 http://paultan.org/topics/cars/china/chery/ 
70 http://paultan.org/topics/cars/china/chery/ 
Appendix D – Development of the Chinese automobile industry
18. The development of Chinese automobile industry
18.1. The history
China has one of the fastest-growing fleet of automobiles in the world. In total 18 million motor 
vehicles produced in 2001, including 5 million cars. 71
Looking back the history, the beginning of domestic motor vehicle industry was started in the 1950s 
when the First Auto Works (FAW) established in Changchun in 1953. Later on July 15, 1956 FAW 
was produced the first Chinese-made vehicle.72 
By 1958 more than 200 factories began to produce motor vehicles, since many local governments have 
invested in the automotive industry. However, many these factories have been closed down, only few of 
them went on and become the backbone of  today’s  automotive industry.  The one of  famous product 
during that time was the Red Flag sedan, the limousine used by high-ranking leaders in China. By 1960 the 
annual output of motor vehicles exceeded 22,000, but the industry then went into a decline, producing less 
than 4,000 vehicles in 1961, and the original production scale was not resumed until 1963.73
In the late 1960s China began to build the Second Auto Works, which later became the Dongfeng Motor 
Corporation (DMC). Other heavy-duty truck manufacturers, such as the Sichuan Auto Plant and the Shaanxi 
Auto Plant, also appeared during this period. 
In 1971, after a decade of development, the total output of China’s automotive industry exceeded 100,000 
units. Growth remained slow, however, the total annual output still under 150,000 units in 7 years. In the 
1970s the total number of motor vehicle manufacturing facilities increased to over 50, but most of them 
were small and with low production.74
Motor vehicle production was changed from the highly centralized control to a market-oriented approach 
because of  the economic reform in the 1980s.  China also stepped up its  cooperation with automotive 
industries in other countries, importing technology and establishing joint ventures75. 
In  May  1983  Beijing  Jeep  Corporation  was  established,  it  is  the  first  joint  venture  for  manufacturing 
complete  vehicles.  Later,  other  joint  ventures  came  into  being  in  the  industry,  such  as  Shanghai-
Volkswagen,  FAW-Volkswagen,  Dongfeng-Citroën  Company.  The  structure  of  the  industry  has  made 
71 The term motor vehicles we used here exclude two-wheeled vehicles unless otherwise indicated. It does include 
cars, trucks, buses, and commercial vehicles. The 2001 figure for motor vehicles was obtained from the China  
Statistical Abstract, published by the China State Statistical Bureau in May 2002. The 2001 figure for cars is a 
projection based on 1998 data from the State Commission of Economy and Trade.
72 http://auto.ce.cn/zt/2008/autofy/200807/22/t20080722_16245212.shtml
73 http://zhidao.baidu.com/question/23769753.html
74 http://books.nap.edu/openbook.php?record_id=10491&page=8 
75 http://auto.cnfol.com/080324/169,1684,3943199,00.shtml 
adjustments,  and  management  system  and  a  group  production  was  created  finally.  During  the  1980s 
annual motor vehicle output increased rapidly, from slightly more than 200,000 in 1980 to almost 600,000 
in 1989.
During the 1990s China’s automotive industry adjusted its strategy further, put much higher priority on the 
passenger car industry development. Actually,  before the 1980s China did not allow private citizens to 
purchase motor vehicles for personal use and therefore passenger car production did not develop. In the 
mid-1980s, when the control on private purchase was ended, the number of personal use automobiles 
began to grow. 3,500 personal cars a year were being imported by 1985. Hence the development of car 
production became a government priority in order to meet a growing demand, and between 1990 and 
2000 annual car production grew from less than 50,000 to over 600,000 at plants in Shanghai, Beijing, 
Tianjin,  Guangzhou,  Chongqing,  and Guizhou,  including  those of  the  FAW Group and Dongfeng Motor 
Corp.76
Thanks  to  the joint  venture  companies  which provide their  product  design and modern  factories,  the 
quality of vehicle produced in China is improving rapidly. Chinese performance regulations are forcing the 
companies  to  use  more  advanced  technologies.  The  strong  competition  is  expected  to  speed  up  this 
technological and quality improvement by China entry into the WTO.77
By  the  end  of  1999,  China  had  2,391  automotive  enterprises:  118  OEMs(  Original  Equipment 
Manufacturers), 546 motor vehicle remanufacturers, 136 motorcycle assemblers, 51 engine makers, and 
1,540  motor  vehicle/motorcycle  parts  and  components  companies  (China  State  Economic  and  Trade 
Commission, 2001). China’s automotive sector employed a total of 1.8 million people, of whom 169,000 
were engineers and technicians. The automotive sector’s total assets were RMB508.7 billion ($61.3 billion), 
and its total output value was RMB341.1 billion ($41.1 billion). 78
18.2. China’s automobile industry today
In the end of 2006, China is become the world's second largest new automobile growth market and this 
growth is stimulating demand for automotive parts, services, and after-care products. Currently China is 
capable of manufacturing a complete line of automobile products and large automotive enterprises. Major 
domestic firms include the China First Automobile Group Corp. (FAW), Dongfeng Motor Corp. (DMC) and 
Shanghai Automotive Industry (Group) Corp. (SAIC).
76 http://zhidao.baidu.com/question/23769753.html 
77 http://zhidao.baidu.com/question/23769753.html 
78 http://books.nap.edu/openbook.php?record_id=10491&page=8
China had a total of 6,322 automotive enterprises by the end of November 2006 comparing with 2,391 by 
the end of 1999, there is around 3 times more within the seven years79.  The total output value of the 
automotive sector for the first three quarters of 2006 was US$143 billion. Since 2002, 50% of all motor 
vehicles (cars and trucks) in China had been purchased by individuals.  80 Due to the high annual income 
growth rate in China, the automotive industry is expected to grow further.
China is also know to copy vehicle designs some of which are Laibao SRV a copy of HONDA CRV, Dadi 
Shuttle a copy of Toyota Land Cruiser Prado, Chery QQ a copy of G.M Spark and many more.(I don’t know 
do we need this information or not)
“Recently, China's automobile industry, which is suffering from the global financial crisis and the 
country's macroeconomic adjustment, should expect another tough year in 2009”, experts and auto 
dealers predicted.
"The country's overall economic growth, which is expected to fall in 2009, will have a negative 
impact on China's auto industry," Xu Changming, an auto analyst at the State Information Center, a 
Chinese government think tank, said at an industry seminar on October 15 in Beijing.81 
 
79 There are scattered in five sectors: motor vehicle manufacturing, vehicle refitting, motorcycle production, auto 
engine production, and auto parts manufacturing. This includes approximately 100 OEMs, with 40 producing 
passenger vehicles, and over 4000 auto parts/accessories companies.  
80 http://www.buyusa.gov/asianow/cauto.html 
81 http://www.chinadaily.net/bizchina/2008-10/20/content_7122408.htm
Appendix E – Classification of US consumers
A survey of AXIOM (global interactive marketing service) 2008 classified the US consumers in ten 
central target groups. (AXIOM 2008)
Name Taste/ lifestyle/character Car preference Age Size of  consumer 
house hold
1 Upper  Rung 
City
High  income,  living  in 
metropolises,  quality, 
lifestyle,  foreign  travelling, 
investments  and  costly 
leisure activities
European, 
Japanese, sports 
and SUV
30 – 65 11, 714, 200
2 Upper  Rung 
Suburban
High  income,  carrier-
orientation,  life-enjoyment, 
quality,  lifestyle,  foreign 
travelling,  investments  and 
costly leisure activities
European, 
Japanese, sports 
and SUV
36 – 65  4,655,700
3 Rich  and 
Retired
High  income,  broad 
spectrum of investments, 
Luxury cars 56 + 5.756,600
4 Married  with 
children
Middle  class,  dual-income, 
well-educated,  supporting 
children´s widespread leisure 
activities, up to date
Minivan,  mix-
origin
30 + 19,496,800
5 The Single Life Single,  Upper-middle 
income,  enjoy  lifestyle  and 
freedom,  carrier-orientation 
as well 
European  and 
Japanese  Sports 
Cars
36 - 65 11,544,900
6 Urban 
Married
Married  -  mainly  without 
kids,  dual,  middle-upper 
income, fitness, golf, jogging, 
adventure  sports,  busy 
lifestyle, 
Mixed  origin, 
mixed  vehicle 
type  (pickup, 
subcompacts, 
SUV)
25 - 65 13,150,000
7 Working for a 
Living
Heterogeneous  usage  of 
income
Japanese, 
Korean,  sports 
cars
18 – 55 10,321,900
8 Wide  Open 
Spaces
Rural  lifestyle,  wide-
spreadness  of  income, 
working, farmland people as 
well  as people that move in 
the country consciously
Domestic,  Full-
Size Pickup
30 - 65 19,567,600
9 Unattached 
Urban
Mix  of  singles,  high-school 
education,  blue  and  white 
collar  workers,  living  in 
cities,  intercultural  melting 
pot, spend money to chosen 
activities
Korean  Cars, 
SUV
30 -65 22,515,400
10 Singles  on  a 
Shoestring
Low  socio-economic  status, 
good  network,  blue  collar 
Korean Up to 75 12,368,800
worker,  students,  pensions, 
careful spending of money
Table 1 classification of US consumers in 10 groups (source: ACXIOM 2008: 15-18) 
Appendix F – Step 2 of the analysis
Importance Chery’s 
Relative 
Strength 
General Resources 
4. Tangible Resources 
4.1. Physical resources
R1. Size 9 7
R2. Location 9 4
R3. Technical sophistication 8 6
R4. Flexibility of Equipments and plants 4 8
R5. Location and alternative uses for land and buildings 2 3
R6. Reserves of raw materials 7 5
4.2. Financial resources
R7. Cash 10 7
R8. Borrowing capacity 10 8
5. Intangible Resources 
5.1. Technology Resources
R9. Intellectual property 9 4
R 10.Resources for innovation 10 4
5.2. Reputation 
R 11.Reputation with consumers 9 2
R12. Reputation with suppliers, government and 
community 
7 9
6. Human Resources
R13. Skills/know-how 10 3
R 14.Adaptability 7 9
R15. Commitment and loyalty 7 4
R16.Capacity for communication and collaboration 8 3
Table 2: Appraisal of Chery’s general resources (source: authors)
Importance Chery’s 
Relative 
Strength 
Organizational capabilities
8. Corporate Functions 
C1. Financial control 10 7
C2. Strategic innovation 10 6
C3. Multidivisional coordination 7 2
C4. Acquisition management 3 5
C5. International management 9 5
9. Management information
C6. Comprehensive, integrated MIS82 network linked to 
managerial decision making 
8 3
10. Research development 
C7. Research 9 4
C8. Innovative new product development 10 9/2
C9. Fast-cycle new product development 9 6
11. Operations 
C10. Efficiency in volume manufacturing 9 2
C11. Continuous improvements in operations 9 7
C12. Flexibility and speed of response 9 9
12. Product design  
C13. Design capability 10 1
13. Marketing 
C14. Brand management 9 4
C15. Promoting reputation for quality 9 4
C16. Responsiveness to market trends 10 6
14. Sales and distribution 
C17. Effective sales promotion and execution 10 8
C18. Efficiency and speed of order processing 10 8
C19. Speed of distribution 10 9/1
C20. Quality and effectiveness of customer service 9 5
Table 3: Appraisal of Chery’s organizational capabilities (Source: authors)
Importance Chery’s 
Relative 
Strength
Additional factors based on PESTEL analysis on the US 
market
F1. High interest of the government to the auto industry 6 9
F2. Fluctuation of gasoline price 10 7
F3. Car loans conditions 9 10
F4. Financial crisis 10 10
F5. Market size 9 6
F6. Price of the cars 10 10
F7. Types of consumers 7 3
F8. Fuel-efficiency cars 6 6
F9. Different rules of taxation 8 5
F10. Safety regulations 6 4
Table 4: Appraisal of additional factors based on PESTEL analysis of the US market (source: 
authors)
All resources, capabilities, and factors.
10         F3, F4, F6, 
9      F1, R12, R14,  C12, C8a, C19a, 
8    R4,      R8, C18, 
82 MIS stands for Management Information System 
7         R1, C11, R7, C1, F2,
6      F8,  R3, C9, F5, C2, C16, 
5   C4,    R6, F9, C5, C20,  
4      F10, R15,  
R2, R9, C7, C14, 
C15, R10,
3  R5,     F7, R16, C6,  R13,
2       C3,  R11, C10, C8b, 
1          C13, C19b,
1 2 3 4 5 6 7 8 9 10
Table 5: All of Chery's resources, capabilities and factors by relative strength and importance (source: authors)
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Step 2 Appraisal of resources, capabilities, and factors.
The resources, capabilities, and factors have been ranked using the following system
Rank Explanation
Importance Relative strength
From 1 to 2 It has no importance in the 
success of a company
Very negative characteristic of a 
company
From 3 to 4 Relatively small importance in a 
company’s activity
The company has few resources or 
capabilities in this sense, but not 
enough to become strengths
From 5 to 6 Neutral or small importance for 
a company
The company is neutral regarding 
this aspect
From 7 to 8 Important, but not vital for the 
company
The firm has a relatively strong 
position in this domain, but they 
should still improve it
From 9 to 10 very to extremely important for a 
company
very high strength of a company
Table 10: Ranking scale for relative strength and importance (source: authors)
• Scarcity is ranked in the following way.
• Widespread is resources, capabilities, or factors which are possessed by almost all players in 
the industry.
• Common is resources, capabilities, or factors which are possessed by many players in the 
industry.
• Uncommon is resources, capabilities, or factors which are possessed by a few firms within 
the industry.
• Scarce is resources, capabilities, or factors which are possessed by very few or no firms 
within the industry
19.General resources
19.1. Tangible
Physical
R1. Size - Key strength 
Relative Strength 7: Chery’s large assembly plant of 23,000 employees gives them a relatively high 
strength, however Chery is not as large as some US automakers.  
Importance  9: The  car  industry  requires  a  complex  and  large  assembly  process  to  achieve 
economies of scale. However, too large a size of plants can lead to inefficiency. 
Scarcity: widespread 
R2. Location – Key weakness 
Relative Strength 4: Concerning the Wuhu location, Chery has good access to cheap labour but poor 
access  to qualified labour,  part  suppliers,  raw materials  and infrastructure.  However the distant 
location has given Chery a low fixed cost and low corporate taxes.     
Importance  9:  a  good  location  gives  access  to  suppliers,  as  well  as  car  dealers/consumers, 
infrastructure, and resources. 
Scarcity: common
R3. Technical sophistication- Key strength 
Relative Strength 6: Chery has invested a lot in technical equipment, but is still not as advanced as 
the US and Japanese automakers. However cheap Chinese labour can to some extent bridge this 
gap.      
Importance 8: High tech equipment can offer a more efficient production as well as higher quality 
products. 
Scarcity: common
R4. Flexibility of Equipments and plants – Superfluous strength 
Relative Strength 8: Chery has a high degree of flexibility due to the dynamic conditions in Chinese 
market.   
Importance 4: the US car market is considered a mature market which gives it stability and for that 
reason flexible equipment and plants are not very important.
Scarcity: uncommon    
R5. Location and alternative uses for land and buildings – Zone of irrelevance 
Relative  strength  3: Chery  is  a  state  owned  company,  therefore  in  case  of  bankruptcy,  the 
government will take over. 
Important 2: it is not very important for US automakers to have alternatives for using their land and 
buildings, because car production is so vast that there are very few efficient alternative uses. 
Scarcity: uncommon
R6. Reserves of raw materials – key weakness
Relative strength 5: Chery has chosen to use foreign suppliers’ rather than the local ones whom 
offer lower quality, but if unexpected circumstances arise, they have access to lower quality parts 
and raw materials provided by domestic suppliers.  
Important 7: it is relatively important for an automaker to have a backup of raw materials in case of 
unexpected circumstances.  
Scarcity: common
Financial
R7. Cash – key strength 
Relative strength 7: Chery has consistently increased and multiplied sales in the domestic market; 
however Chery reinvest most of its profits, for instance in creating new car models. 
Important  10: it  is  very  important  to  have  good  sales  in  order  to  increase  equity,  especially 
considering the current financial crisis    
Scarcity: scarce
R8. Borrowing capacity – Key strength 
Relative strength 8: Chery has received a  lot  of support  and goodwill  from both the local  and 
central  Chinese governments because of their fast achievements; this increases the likelihood of 
both subsidies and banking loans.  
Important  10: it  is  very  important  to  have  a  good  relationship  with  the  banking  sector  or 
government,  especially  during  the  current  financial  crisis  where  the  carmakers  need  financial 
support.    
Scarcity: scarce
19.2. Intangible 
Technology
R9. Intellectual property - Key weakness 
Relative  strength  4: Chery  owns  the  IP  of  their  engine  and  car  design,  although  the  quality 
standards are not that high.  
Important 9: in the car industry it is required to have your own design and technology development 
in order to compete on the market.  
Scarcity: common
R 10.Resources for innovation: - key weakness
Relative strength 4: although Chery focuses a lot on innovation and technology, the majority of the 
IP they own is relatively lower quality compared with US automakers.    
Importance 10: it  is very important to be an innovative player  in order to compete in the auto 
industry. 
Scarcity: common  
Reputation
R 11.Reputation with consumers – key weakness 
Relative strength 2: because of Chery’s cars very poor performance in crash tests and the fact that 
they could not live up to the safety standards required, as well as the “made in China” label, Chery 
has a relatively negative reputation.  
Importance  9: on  the  US  market  the  brand  reputation  still  has  a  great  impact  on  consumer 
behaviour. 
Scarcity: uncommon  
R12. Reputation with suppliers, government and community – Key strength 
Relative  strength 9: Chery has  a  good reputation  within the region  of  Wuhu where they have 
created many job opportunities and greatly improved the local economy.  
Importance 7: a good reputation brings to the firm greater support from the government as well as a 
good relationship with suppliers and the community;  however it  is not necessary for increasing 
profit.
Scarcity: uncommon      
19.3. Human resources
R13. Skills/know-how – Key weakness  
Relative strength 3: Chery has difficulties in hiring qualified employees from the local area and 
overseas, as a consequence the skills of Chery’s employees do not live up to US standards.    
Importance 10: it  is important to have experienced,  trained and educated employees in order to 
create high quality products and to have efficient management.
Scarcity: uncommon
   
R 14.Adaptability – Key strength 
Relative strength 9: it is very easy for Chery to employ and fire people due to the abundance of 
cheap labour and the fact that in China there is no strong labour union protection.  
Importance 7: it  is  relatively important  to  be  able  to  employ or  fire  people  when it  comes  to 
unexpected circumstances.  
Scarcity: scarce
 
R15. Commitment and loyalty – key weakness 
Relative strength 4: due to low wages and high flexibility of employees, their loyalty to the firm is 
relatively low.    
Importance7: on the US market it is better to have loyal and committed employees in order to attain 
and maintain competitive advantage. 
Scarcity: common 
R16.Capacity for communication and collaboration - Key weakness 
Relative strength 3: due to low wages and high flexibility of employees, Chery’s employees have a 
tendency  to  avoid  reporting  problems.  Besides  that  the  language  barriers  have  created 
communication problems in managing foreign assembly plants.  
Importance 8: good communication and collaboration between employees at all levels leads to a 
higher degree of efficiency.
Scarcity: common   
20.Organizational capabilities
20.1. Corporate functions
C1. Financial control – key strength 
Relative strength 7: With 10 years of success in a number of areas Chery has demonstrated good 
financial control; this is evidenced by the financial crisis’ reduced impact Chery.
Importance 10: full control of the firm’s financial assets leads to higher management efficiency. 
Scarcity: scarce
C2. Strategic innovation – key strength 
Relative strength 6: Chery’s lack of commitment to a specific design, young employees, and focus 
on speed gives Chery good conditions for strategic  innovation,  however the lack of knowledge 
increases the chance of failure.
Importance 10: it is vital to foresee the evolution of the auto market in order to make the right 
decisions and create long-term plans.     
 Scarcity: uncommon
C3.Multidivisional coordination – key weakness 
Relative strength 2: Chery’s lack of managers with international experience, as well as the language 
barriers.
Importance 7: it  is relatively important  to have good communication networks among different 
departments of the firm.   
Scarcity: uncommon
 
C4. Acquisition management – Zone of irrelevance 
Relative strength 5: Chery is capable of acquiring a foreign firm, but would face problems with 
managing it.
Importance 3: Due to the nature of the automobile industry this becomes important if a large firm 
goes bankrupt, at the moment this is a hypothetical situation, however that might change in the near 
future.    
 Scarcity: uncommon
C5. International management –key weakness
Relative strength 5: even though Chery would seem to have poor resources for this capability, the 
firm has been able conduct international management without major problems.
Importance 9: most of the automakers have international supplier networks, regardless of whether 
they are selling in the global market or not. Therefore it is important to have efficient international 
management. 
Scarcity: common 
20.2. Management information 
C6. Comprehensive, integrated MIS83 network linked to managerial decision making – key 
weakness
Relative  strength  3: Chery  has  been  unsuccessful  in  implementing  an  efficient  management 
information system, the Chery Production System (CPS) does not live up to industry averages. 
Importance  8: an  efficient  management  information  system  is  essential  in  applying  lean 
management,  which  would  seem to  be  the  dominant  management  approach  in  the  automobile 
industry.
Scarcity: uncommon
20.3. Research development  
C7. Research – key weakness 
Relative strength 4: Chery has a lot of potential and young talent; however Chery has yet to realize 
and utilize these resources on a level that is comparable to other automakers in the US market. 
Importance 9: research is important in car industry because it provides a clear view of the market as 
well as enabling technology development. 
Scarcity: common
 
C8. Innovative new product development - Key strength/Key weakness
Relative  strength  cost  9,  differentiation  2:  Chery  is  very  strong  in  finding  ways  to  cut  costs, 
however Chery is very weak in product quality or value innovations.
Importance 10: creating a successful innovative new product on the US market is instrumental in 
bringing competitive advantage to the firm. 
83 MIS stands for Management Information System 
Scarcity: scarce
C9. Fast-cycle new product development - Key strength
Relative strength 6: Chery has developed fast-cycle capabilities in a very competitive and dynamic 
market, but in a very stable market Chery might be punished for the trade-offs in quality and safety 
this implies.  
Importance 9: it becomes very important in critical conditions such as the current financial crisis, 
when some carmakers need to react to changing circumstances quickly.
Scarcity: scarce
20.4. Operations 
C10. Efficiency in volume manufacturing – Key weakness
Relative strength 2: Chery has an average assembly time of 120 seconds, most US automakers have 
an average assembly time of half that. 
Importance 9: producing effectively can enable a firm to achieve economies of scale and thereby 
reduce the costs. 
Scarcity: widespread
 
C11. Continuous improvements in operations – Key strength
Relative strength 7: Chery’s 10 years of continuous improvement indicates that the firm is capable 
of dealing with big challenges, changes and new ideas.  
Importance 9:  constantly improving the production process leads to a cost reduction as well as a 
higher quality final result 
Scarcity: common
 
C12. Flexibility and speed of response – Key strength
Relative strength 9: it is easy for Chery to fire and hire employees, thus Chery can have a high 
degree of flexibility in unexpected situations. 
Importance 9: it is very important for an automaker to have a fast reaction in unexpected situations. 
Scarcity: uncommon
20.5. Product design 
C13. Design capability – Key weakness
Relative strength 1: Chery has no design capabilities,  and has therefore hired a foreign firm to 
supply designs. 
Importance 10: a strong ability in product design enables an automaker to fulfil the different tastes 
of American consumers and differentiate their products similar products.
Scarcity: common
20.6. Marketing 
C14. Brand management – Key weakness
Relative strength 4: Chery’s poor performance in crash tests and failure in safety standard tests 
shows that Chery’s ability in managing their brand is poor.  
Importance 9: Effective brand management has a great impact on the consumer’s behaviour and the 
company’s sales
Scarcity: common
C15. Promoting reputation for quality – Key weakness
Relative  strength 4:  Association  with  FIAT and  Chrysler  has  improved  Chery’s  reputation  for 
quality, however the general impression of Chery’s products is still low quality due to failed crash 
tests and the made in China label.
Importance 9: consumers are highly influenced by the image of a company;  they will typically 
associate the quality of the products they buy with the brands reputation. 
Scarcity: common
C16. Responsiveness to market trends – Key strength
Relative strength 6: Good flexibility enables Chery to respond to market trends, however Chery’s 
lack of market understanding hinder Chery in discovering the trends.
Importance 10: adaptability  to  customer’s  requirements  could be an important  advantage  for  a 
carmaker in fulfilling the market’s demand and increasing the company’s sales
Scarcity: uncommon
20.7. Sales and distribution
C17. Effective sales promotion and execution – Key strength
Relative strength 8: A tenfold increase in sales in ten years indicates Chery’s very good capabilities 
in effective sales.
Importance 10: effective sales are vital for creating profits. 
Scarcity: common
C18. Efficiency and speed of order processing – Key strength 
Relative strength 8: Chery’s location might create problems, however none seem to have arisen so 
far in global operations.
Importance 10: inefficient and low speed of order processing would damage the reputation of a 
firm, thus it would have a negative impact on sales
Scarcity: common
C19. Speed of distribution - Key strength/Key weakness
Relative strength with the US local firm 9, without the US local firm 1:  The Chrysler deal gives 
Chery very good access to a car dealership network,  however without the Chrysler  deal Chery 
would have no dealer network.
Importance 10: a broad network of car dealership is very essential and has a direct impact on sales 
distribution
Scarcity: common
C20. Quality and effectiveness of customer service – Key strength 
Relative strength 5: There would seem to be no grave concerns with Chery’s customer service, but 
also very few good features.
Importance 9: high standards of after-sale service are required,  as it  has a direct  impact on the 
client’s perception on the firm
Scarcity: widespread
21.Additional factors based on PESTEL analysis on the US market
F1. High interest of the government to the auto industry – Key strength 
Relative strength 9: the Chinese government has an interest in seeing Chery succeed, and may be 
willing to give Chery financial support.  
Importance 6: the government can influence the auto industry through regulations, safety standards, 
public funds, and subsidies.
Scarcity: common
F2. Fluctuation of gasoline price – Key strength 
Relative strength 7: Chery primarily sells smaller cars, which makes them more fuel efficient than 
the typical large American cars. However due to lower technological sophistication the cars are not 
as fuel efficient as other small cars in the market.   
Importance 10: the recent dramatic increases in the gasoline price in the American market have 
increased the demand for smaller and more fuel efficient cars. 
Scarcity: uncommon
F3. Car loans conditions/price – Key strength 
Relative strength 10: Chery’s cars are all low price, making them much more affordable for US 
consumers whom currently have trouble gaining car loans due to the financial crisis.
Importance 9: The financial crisis has made it more difficult for consumers to obtain car loans; this 
has a direct impact on car sales, and makes the consumer more price conscious.
Scarcity: uncommon
  
F4. Financial crisis – Key strength 
Relative strength 10: Chery’s domestic market China is much less hit by the financial crisis than 
most western countries, therefore the financial crisis does not to the same extent Chery’s revenue as 
it does that of other carmakers. 
Importance 10: the financial crisis is the main reason for the changing environment created in the 
US car market
Scarcity: scarce
F5. Market size – Key strength 
Relative strength 6: The US car market is traditionally a market that focuses on large cars such as 
jeeps, pick-up trucks, sports cars, sedans, and minivans. However demand for mini-cars such as 
those Chery manufactures has increased in recent years.
Importance 9: Market size is directly proportional to sales, so the larger a market is, the higher the 
car sales it can provide.
Scarcity: common
F6. Price of the cars – Key strength 
Relative strength 10: Chery’s cars are very cheap when compared to other brands. 
Importance 10: Price has become one of the most important factors when buying a car, because of 
the uncertain environment created by the financial crisis 
Scarcity: uncommon
F7. Types of consumers – Key weakness
Relative strength 3: Chery is likely to find a lot of consumers whom are reluctant to buy their car 
due to concerns related to safety, quality, and the made in China label. 
Importance 7: different categories of age, sex, social class or living place influence the consumer’s 
behaviour when they decide whether or not to buy a car 
Scarcity: common
F8. Fuel-efficiency and emissions – Key strength
Relative strength 6: Chery’s cars use less fuel than big cars, but are generally less environmentally 
friendly due to lower technical sophistication. 
Importance 6: Green cars is a direction taken by many car makers, but the price of these cars is still 
an obstacle in the customer’s choice 
Scarcity: uncommon
F9. Different rules of taxation – Key weakness
Relative strength 5:  The lack of a tax policy which rewards fuel efficiency is both a good and 
negative  thing,  it  helps  Chery keep prices  low compared  to other  mini-cars,  but  also increases 
demand for larger cars. 
Importance 8: the lack of these different rules, especially concerning the engine size still makes the 
American buyer  to choose traditional  large engine cars,  compared to the European tendency of 
buying small, fuel-efficient cars
Scarcity: common
F10. Safety regulations – Key weakness
Relative strength 4: Chery is currently not able to live up to US safety standards as the standards 
which the firm has had to live up to previously are much lower. However, it  is likely that this 
situation will be remedied in the near future. 
Importance 6: lower standards of safety regulations make the US car market a more flexible one, 
but also with a relatively higher risk of accidents, compared to the European safety standards 
Scarcity: common
